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PART I. FINANCIAL INFORMATION
ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS

PG& E CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
(in millions, except per share amounts)

Three months ended
March 31,
2002 2001
Operating Revenues
Utility $ 2453 $ 2,562
Energy commodities and services 2,314 4111
Total operating revenues 4,767 6,673
Operating Expenses
Cost of energy for utility 149 3,233
Cost of energy commodities and services 2,053 3,839
Operating and maintenance 923 686
Depreciation, amortization, and decommissioning 320 255
Reorganization professional fees and expenses 16 -
Total operating expenses 3,461 8,013
Operating Income (L 0ss) 1,306 (1,340)
Reorganization interest income 22 -
Interest income 20 35
Interest expense (334) (247)
Other income (expense), net 18 9
Income (L 0ss) Before Income Taxes 1,032 (1,561)
Income taxes provision (benefit) 401 (610)
Net Income (L 0ss) $ 631 $ (952)
Weighted Average Common Shar es Outstanding 364 363
Earnings (L oss) Per Common Share, Basic
Net Earnings (Loss) $ 173  $ (2.62)
Earnings (L oss) Per Common Share, Diluted
Net Earnings (Loss) $ 171 % (2.62)

The accompanying Notes to the Consolidated Financial Statements are an integral part of these statements.



PG& E CORPORATION
CONSOLIDATED BALANCE SHEETS
(in millions)

ASSETS
Current Assets
Cash and cash equivaents
Restricted cash
Accounts receivable:
Customers (net of allowance for doubtful accounts of
$88 million and $89 million, respectively)
Regulatory balancing accounts
Price risk management
Inventories
Prepaid expenses and other

Total current assets

Property, Plant and Equipment
Utility
Non-utility:
Electric generation
Gas transmission
Construction work in progress
Other

Total property, plant and equipment (at original cost)
Accumul ated depreciation and decommissioning

Net property, plant and equipment

Other Noncurrent Assets
Regulatory assets
Nuclear decommissioning funds
Price risk management
Other

Total other noncurrent assets

TOTAL ASSETS

Balance at

March 31, December 31,

2002 2001
$ 5787 $ 5,421
202 195
2,588 3,016
72 75
457 381
342 462
331 223
9,779 9,773
26,263 25,963
3,169 2,848
1,520 1,514
2,500 2,426
200 195
33,652 32,946
(14,077) (13,831)
19,575 19,115
2,260 2,319
1,340 1,337
473 426
2,871 2,892
6,944 6,974

$ 36,298 $ 35,862




PG& E CORPORATION
CONSOLIDATED BALANCE SHEETS
(in millions, except share amounts)

LIABILITIESAND STOCKHOLDERS EQUITY
Liabilities Not Subject to Compromise
Current Liabilities
Short-term borrowings
Long-term debt, classified as current
Current portion of rate reduction bonds
Accounts payable:
Trade creditors
Regulatory balancing accounts
Other
Income taxes payable
Price risk management
Other

Total current liabilities

Noncurrent Liabilities
Long-term debt
Rate reduction bonds
Deferred income taxes
Deferred tax credits
Price risk management
Other

Total noncurrent liabilities

Liabilities Subject to Compromise
Financing debt
Trade creditors

Total liabilities subject to compromise
Commitments and Contingencies (Notes 1, 2 and 5)

Preferred Stock of Subsidiaries
Utility Obligated M andatorily Redeemable Preferred Securities
of Trust Holding Solely Utility Subordinated Debentures
Common Stockholders Equity
Common stock, no par value, authorized 800,000,000 shares,
issued 388,899,379 and 387,898,848 shares, respectively
Common stock held by subsidiary, at cost, 23,815,500 shares
Accumulated deficit
Accumulated other comprehensive income (10ss)

Total common stockholders equity

TOTAL LIABILITIESAND STOCKHOLDERS EQUITY

Balance at

March 31, December 31,

2002 2001
406 $ 330
48 381
290 290
1,598 1,289
350 228
649 530
1,089 610
445 277
836 931
5711 4,866
7,502 7,297
1,376 1,450
1,628 1,666
151 153
481 434
3,701 3,688
14,839 14,688
5,748 5,651
4,315 5,555
10,063 11,206
480 480
300 300
6,007 5,986
(690) (690)
(373) (1,004)
(39) 30
4,905 4,322
36,298 $ 35,862

The accompanying Notes to the Consolidated Financial Statements are an integral part of these statements.



PG&E CORPORATION
CONSOLIDATED STATEMENTSOF CASH FLOWS

(in millions)
Three months ended
March 31,
2002 2001
Cash Flows From Operating Activities
Net income (loss) $ 631 $ (951)
Adjustments to reconcile net income (loss) to
net cash provided by operating activities:
Depreciation, amortization, and decommissioning 320 255
Deferred income taxes and tax credits, net (82) (527)
Price risk management assets and liabilities, net 23 25
Other deferred charges and noncurrent liabilities 116 (149)
Net changesin liabilities subject to compromise (1,143) -
Net changes in operating assets and liabilities:
Accounts receivable 428 1,310
Accounts payable 428 515
Inventories 120 22
Income taxes receivable - 1,241
Income taxes payable 479 -
Regulatory balancing accounts, net 125 571
Other working capital (203) (217)
Other, net (11) (143)
Net cash provided by operating activities 1,231 1,952
Cash Flows From Investing Activities
Capital expenditures (731) (538)
Other, net (6) (147)
Net cash used by investing activities (737) (685)
Cash Flows From Financing Activities
Net borrowings (repayments) under credit facilities 76 (993)
Long-term debt issued 190 1,105
Long-term debt matured, redeemed, or repurchased (415) (236)
Common stock issued 21 -
Dividends paid - (109)
Net cash used by financing activities (128) (233)
Net changein cash and cash equivalents 366 1,034
Cash and cash equivalentsat January 1 5,421 2,430
Cash and cash equivalentsat March 31 $ 5787 $ 3,464
Supplemental disclosures of cash flow information
Cash paid for:
Interest (net of amount capitalized) $ 108 $ 235
Income taxes paid (refunded) - net 8 (1,241)

The accompanying Notes to the Consolidated Financial Statements are an integral part of these statements.



PACIFIC GASAND ELECTRIC COMPANY, A DEBTOR-IN-POSSESSION
CONSOLIDATED STATEMENTS OF OPERATIONS
(in millions)

Three months ended
March 31,

2002 2001

Operating Revenues

Electric $ 1,778 $ 1,259
Gas 675 1,303
Total operating revenues 2,453 2,562
Operating Expenses
Cost of electric energy (166) 2,317
Cost of gas 315 916
Operating and maintenance 769 532
Depreciation, amortization, and decommissioning 271 217
Reorganization professional fees and expenses 16 -
Total operating expenses 1,205 3,982
Operating Income (L 0ss) 1,248 (1,420)
Reorganization interest income 22 -
Interest income - 7
Interest expense (contractual interest of $198 million and
$201 million, respectively) (263) (201)
Other income (expense), net 5) (@]
Income (L 0ss) Before Income Taxes 1,002 (1,618)
Income tax provision (benefit) 406 (624)
Net Income (L 0ss) 596 (994)
Preferred dividend requirement 6 6
Income (L oss) Available for (Allocated to) Common Stock $ 590 $ (1,000)

The accompanying Notes to the Consolidated Financial Statements are an integral part of these
statements.



PACIFIC GASAND ELECTRIC COMPANY, A DEBTOR-IN-POSSESSION
CONSOLIDATED BALANCE SHEETS

(in millions)
Balance at
March 31, December 31,
2002 2001
ASSETS
Current Assets
Cash and cash equivaents $ 4732  $ 4,341
Restricted cash 48 53
Accounts receivable:
Customers (net of allowance for doubtful accounts of
$46 million and $48 million, respectively) 1,726 1,931
Related parties 15 18
Regulatory balancing accounts 72 75
Inventories:
Gas stored underground and fuel oil 109 218
Materials and supplies 117 119
Deferred income taxes 33 -
Prepaid expenses and other 61 80
Total current assets 6,913 6,835
Property, Plant and Equipment
Electric 18,378 18,153
Gas 7,885 7,810
Construction work in progress 351 323
Total property, plant and equipment (at original cost) 26,614 26,286
Accumul ated depreciation and decommissioning (13,134) (12,929)
Net property, plant and equipment 13,480 13,357
Other Noncurrent Assets
Regulatory assets 2,231 2,283
Nuclear decommissioning funds 1,340 1,337
Other 1,315 1,325
Total noncurrent assets 4,886 4,945

TOTAL ASSETS $ 25279 $ 25,137




PACIFIC GASAND ELECTRIC COMPANY. A DEBTOR-IN-POSSESSION

CONSOLIDATED BALANCE SHEETS
(in millions. except shar e amounts)

LIABILITIESAND STOCKHOLDERS EQUITY
Liabilities Not Subject to Compromise
Current Liabilities
Long-term debt, classified as current
Current portion of rate reduction bonds
Accounts payable:
Trade creditors
Related parties
Regulatory balancing accounts
Other
Income taxes payable
Deferred income taxes
Other

Total current liabilities

Noncurrent Liabilities
Long-term debt
Rate reduction bonds
Deferred income taxes
Deferred tax credits
Other

Total noncurrent liabilities

Liabilities Subject to Compromise
Financing debt
Trade creditors

Total liabilities subject to compromise
Commitments and Contingencies (Notes 1, 2 and 5)

Preferred Stock With Mandatory Redemption Provisions
6.30% and 6.57%, outstanding 5,500,000 shares, due 2002-2009
Company Obligated Mandatorily Redeemable Preferred Securities
of Trust Holding Solely Utility Subordinated Debentures
7.90%, 12,000,000 shares, due 2025
Stockholders Equity
Preferred stock without mandatory redemption provisions
Nonredeemable, 5% to 6%, outstanding 5,784,825 shares
Redeemable, 4.36% to 7.04%, outstanding 5,973,456 shares
Common stock, $5 par value, authorized 800,000,000 shares,
issued 326,926,667 shares
Common stock held by subsidiary, at cost, 19,481,213 shares
Additional paid in capital
Accumulated deficit
Accumulated other comprehensive loss

Total stockholders eauitv
TOTAL LIABILITIESAND STOCKHOLDERS EQUITY

$

Balance at

March 31. December 31.
2002 2001

-3 333
290 290
767 333
86 86
350 228
392 289
814 295
- 65
575 625
3.274 2.544
3,019 3,019
1,376 1,450
1,015 1,028
151 153
2,755 2,724
8.316 8.374
5,748 5,651
4,516 5,733
10,264 11,384
137 137
300 300
145 145
149 149
1,606 1,606
(475) (475)
1,964 1,964
(399) (989)
(2 (2)
2.988 2.398
25279 $ 25,137

The accompanying Notes to the Consolidated Financial Statements are an integral part of these statements.



PACIFIC GASAND ELECTRIC COMPANY, A DEBTOR-IN-POSSESSION
CONSOLIDATED STATEMENTSOF CASH FLOWS
(in millions)

Three months ended
March 31,

2002 2001

Cash Flows From Operating Activities
Net income (loss) $ 5% $ (994)
Adjustments to reconcile net income (loss) to
net cash provided by operating activities:

Depreciation, amortization, and decommissioning 271 217
Deferred income taxes and tax credits, net (113) (170)
Other deferred charges and noncurrent liabilities 79 (110)
Net changesin liabilities subject to compromise (1,120) -
Net changes in operating assets and liabilities;
Accounts receivable 208 138
Income taxes receivable - 1,120
Inventories 111 (4
Accounts payable 537 1,579
Income taxes payable 519 45
Regulatory balancing accounts payable, net 125 571
Other working capital (68) (579)
Other, net 14 4
Net cash provided by operating activities 1,159 1,817
Cash Flows From Investing Activities
Capital expenditures (353) (284)
Other, net (7 22
Net cash used by investing activities (360) (262)

Cash Flows From Financing Activities
Net repayment under credit facilities

and short-term borrowings - (28)
Long-term debt matured, redeemed, or repurchased (408) (187)
Net cash used by financing activities (408) (215)
Net change in cash and cash equivalents 391 1,340
Cash and cash equivalents at January 1 4,341 1,344
Cash and cash equivalentsat March 31 $ 4732 $ 2,684

Supplemental disclosures of cash flow information

Cash received for:

Reorganization interest income $ 2 % -
Cash paid for:

Interest (net of amount capitalized) 65 109

Income taxes paid (refunded) - net

(1,120)
Reorganization professional fees and expenses -

The accompanying Notes to the Consolidated Financial Statements are an integral part of these statements.



NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1: GENERAL
Organization and Basis of Presentation

PG&E Corporation was incorporated in Cdiforniain 1995 and became the holding company of Pacific Gas and Electric
Company, a debtor-in-possession, and its subsidiaries (the Utility) on January 1, 1997. The Utility, incorporated in
Californiain 1905, is the predecessor of PG& E Corporation. The Utility delivers electric service to approximately 4.7
million customers and natural gas service to approximately 3.9 million customersin Northern and Central California.
Both PG& E Corporation and the Utility are headquartered in San Francisco. PG& E Corporation’s other significant
subsidiary is PG& E National Energy Group, Inc. and its subsidiaries (PG& E NEG), headquartered in Bethesda,
Maryland. Asdiscussed further in Note 2, on April 6, 2001, the Utility filed avoluntary petition for relief under the
provisions of Chapter 11 of the United States Bankruptcy Code (Bankruptcy Code) in the United States Bankruptcy
Court for the Northern District of California (Bankruptcy Court). Pursuant to Chapter 11, the Utility retains control of
its assets and is authorized to operate its business as a debtor-in-possession while being subject to the jurisdiction of the
Bankruptcy Court.

PG& E NEG was incorporated on December 18, 1998, as a wholly-owned subsidiary of PG& E Corporation. Shortly
thereafter, PG& E Corporation contributed various subsidiaries to PG& E NEG. PG&E NEG and its subsidiaries are
principally located in the United States and Canada and are engaged in power generation and devel opment,
wholesale energy marketing and trading, risk management, and natural gas transmission. PG& E NEG'’s principal
subsidiaries include the following: PG& E Generating Company, LLC, and its subsidiaries (collectively, PG& E
GenLLC); PG&E Energy Trading Holdings Corporation and its subsidiaries (collectively, PG& E ET); PG& E Gas
Transmission Corporation and its subsidiaries (collectively, PG& E GTC), which includes PG& E Gas Transmission,
Northwest Corporation and its subsidiaries (collectively, PG& E GTN). PG& E NEG also has other less significant
subsidiaries.

This Quarterly Report on Form 10-Q is a combined report of PG& E Corporation and the Utility. Therefore, the Notes
to the unaudited Consolidated Financial Statements apply to both PG& E Corporation and the Utility. PG&E
Corporation’s unaudited Consolidated Financial Statementsinclude the accounts of PG& E Corporation, the Utility,
PG&E NEG, and other wholly-owned and controlled subsidiaries. The Utility's unaudited Consolidated Financial
Statements include its accounts and those of its wholly-owned and controlled subsidiaries.

PG& E Corporation and the Utility believe that the accompanying unaudited Consolidated Financial Statements
reflect all adjustments that are necessary to present afair statement of the consolidated financial position and results
of operations for the interim periods. All material adjustments are of a normal recurring nature unless otherwise
disclosed in this Form 10-Q. All significant intercompany transactions have been eliminated from the unaudited
Consolidated Financial Statements.

This quarterly report should be read in conjunction with PG& E Corporation's and the Utility's Consolidated
Financial Statements and Notes to the Consolidated Financial Statements incorporated by reference in their
combined 2001 Annual Report on Form 10-K, and PG& E Corporation's and the Utility's other reports filed with the
Securities and Exchange Commission (SEC) since their combined 2001 Annual Report on Form 10-K wasfiled.

The preparation of financial statementsin conformity with accounting principles generally accepted in the United States
of America requires management to make estimates and assumptions. These estimates and assumptions affect the
reported amounts of revenues, expenses, assets, and liabilities and the disclosure of contingencies. Actual results could
differ from these estimates.

Earnings (L oss) Per Share
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Basic earnings (10ss) per share is computed by dividing net income (loss) by the weighted average number of common
shares outstanding during the period. Diluted earnings per share is computed by dividing net income by the weighted
average number of common shares outstanding plus the assumed issuance of common shares for all dilutive securities.

Thefollowing isareconciliation of PG& E Corporation's net income (loss) and weighted average common shares
outstanding for calculating basic and diluted net income (l0ss) per share.

Three months ended
March 31,

(in millions, except per share amounts) 2002 2001
Net Income (L 0ss) $ 631 $ (951)
Weighted aver age common shar es outstanding 364 363
Add: Outstanding options reduced by the number of shares that

could be repurchased with the proceeds from such purchase 4 -
Shares outstanding for diluted calculations 368 363
Earnings (L oss) Per Common Share, Basic
Net earnings (loss) $ 173 $ (262
Earnings (L oss) Per Common Share, Diluted
Net earnings (loss) $ 171 $ (2.62)

PG& E Corporation reflects the preferred dividends of subsidiaries as other expense for computation of both basic
and diluted earnings per share.

Compr ehensive Income (L 0ss)

Comprehensive income (loss) reports a measure for changes in income of an enterprise that result from transactions

and other economic events other than transactions with shareholders. PG& E Corporation’s and the Utility's

comprehensive income (loss) consists principally of changesin the market value of certain cash flow hedges with the

implementation of SFAS No. 133 on January 1, 2001.

PG&E
Corporation Utility
Three months ended Three months ended
March 31, March 31,

(in millions) 2002 2001 2002 2001
Net income $ 631 $ (951 $ 596 $ (994)
Cumulative effect of adoption of SFAS No. 133 (243) 20
Net Gain (Loss) from current period hedging

transactions and price changes in accordance

with SFAS No. 133 (75) (29) - 1
Net reclassification to earnings 5 (43) - (143)
Comprehensiveincome (10ss) $ 561 $ (1,266) $ 596 $ (1,046)
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Significant Accounting Policies

Accounting principles used include those necessary for rate-regulated enterprises, which reflect the ratemaking
policies of the California Public Utilities Commission (CPUC) and the Federal Energy Regulatory Commission
(FERC). Except as disclosed below, PG& E Corporation and the Utility have not adopted or changed any accounting
principles.

On January 1, 2002, PG& E Corporation adopted SFAS No. 142, “Goodwill and Other Intangible Assets.” This
Statement eliminates the amortization of goodwill and requires that goodwill be reviewed at least annually for
impairment. Implementation of this Statement did not have any impact on PG& E Corporation’s and the Utility's
statement of position or results of operation. The amount of goodwill amortization expense for the three months ended
March 31, 2001, was $1 million. Prospective elimination of goodwill amortization will not have a significant impact on
the financial statements.

This Statement also requires that the useful lives of previoudly recognized intangible assets be reassessed and the

remai ning amortization periods be adjusted accordingly. Adoption of this Statement did not require any adjustmentsto
be made to the useful lives of existing intangible assets and no reclassifications of intangible assets to goodwill were
necessary.

Intangible assets other than goodwill are being amortized on a straight-line basis over their estimated useful lives,
and are reported under noncurrent assets in the Consolidated Balance Sheets.

The schedule bel ow summarizes the amount of intangible assets by major classes.

Balance at
March 31, 2002 December 31, 2001
Gross Gross
Carrying Accumulated Carrying Accumulated
(in millions) Amount Amortization Amount Amortization
PG&E NEG:
Service Agreements $ 33 % 6 % 33 % 6
Power Sale Agreements 44 8 44 8
Other Agreements 28 6 27 5
Utility:
Hydro Licenses and other
Agreements 66 15 66 14
PG&E Corporation-Consolidated  $ 171 $ B % 170 % 33

The schedul e bel ow shows the aggregate amortization expense for the periods.

Three months ended
March 31,
(in millions) 2002 2001
Amortization expense:
PG&E NEG $ 1 $ 1
Utility 1 1

The following schedul e shows the estimated amortization expenses of intangible assets for the next five years.
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(in millions) 2002 2003 2004 2005 2006

PG&E NEG $ 6 $ 6 $ 6 $ 6 $ 6
Utility 3 3 3 5 6

On January 1, 2002, PG& E Corporation adopted SFAS No. 144, “ Accounting for the Impairment or Disposa of Long-
Lived Assets. SFAS No. 144 supersedes SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assetsto be Disposed of”, but retains the fundamental provisions for recognizing and measuring
impairment of long-lived assets to be held and used or disposed of by sale. The Statement a so supersedesthe
accounting and reporting provisions for the disposal of a segment of a business. SFAS No. 144 diminates the conflict
between accounting models for treating the disposition of long-lived assets that existed between SFAS No. 121 and the
guidance for a segment of a business accounted for as a discontinued operation by adopting the methodol ogy established
in SFAS No. 121, and also resolves implementation issues related to SFAS No. 121. The adoption of the statement did
not have an impact on the Consolidated Financial Statements of PG& E Corporation or the Utility.

Related Party Transactions

In accordance with various agreements, the Utility and other subsidiaries provide and receive various services to and
from their parent, PG& E Corporation. The Utility and PG& E Corporation exchange administrative and professional
support servicesin support of operations. These services are priced either at the fully loaded cost or at the higher of
fully loaded cost or fair market value depending on the nature of the services provided. PG& E Corporation also
allocates certain other corporate administrative and general costs to the Utility and other subsidiaries using a variety of
factorsthat are based upon the number of employees, operating expenses excluding fuel purchases, total assets, and
other cost causal methods. Additionaly, the Utility purchases gas commodity and transmission services from, and sells
reservation and other ancillary servicesto, PG& E NEG. These services are priced at either tariff rates or fair market
value depending on the nature of the services provided. Intercompany transactions are eliminated in consolidation and
no profit results from these transactions. The Utility's significant related party transactions were as follows:

Three months ended
March 31,

(in millions) 2002 2001
Utility revenuesfrom:
Administrative services provided to PG& E Corporation $ 1 % 2
Gas reservation services provided to PG& E ET 3 3
Utility expenses from:
Administrative services received from PG& E Corporation $ 21 $ 25
Gas commaodity and transmission services received from PG& E ET 19 77
Transmission services received from PG& E GT 12 11

NOTE 2. THEUTILITY CHAPTER 11 FILING

Overview of Electric Industry Restructuring

In 1998, Californiaimplemented electric industry restructuring and established a market framework for electric
generation in which generators and other power providers were permitted to charge market-based prices for
wholesale power. The restructuring of the electric industry was mandated by the California Legislature in Assembly
Bill (AB) 1890. The mandate included arate freeze and a plan for recovery of generation-related costs that were
expected to be uneconomic under the new market framework (transition costs). Additionally, the CPUC encouraged
the Utility to divest more than 50 percent of its fossil generation facilities and discouraged the Utility from

14



continuing to operate remaining generation facilities by reducing the allowed return on such assets. The new market
framework called for the creation of the Power Exchange (PX) and the Independent System Operator (1SO). Before
it ceased operating in January 2001, the PX established market-clearing prices for electricity. The ISO'srole wasto
schedule delivery of electricity for all market participants and operate certain markets for electricity. Until
December 15, 2000, the Utility was required to sell all of its owned and contracted generation to, and purchase all
electricity for itsretail customers from, the PX. Customers were given the choice of continuing to buy electricity
from the Ultility or buying electricity from independent power generators or retail electricity suppliers. Most of the
Utility's customers continued to buy electricity through the Utility.

Beginning in June 2000, wholesale spot prices for electricity sold through the PX and 1SO began to escalate. While
forward and spot prices moderated somewhat in September and October 2000, such prices increased in November
and December 2000 to levels substantially higher than during the summer months. The increased cost of the
purchased electricity strained the financial resources of the Utility because the rate freeze prohibited the Utility from
passing on the increasesin power costs to its customers. The Utility continued to finance the higher costs of
wholesale electric power while interested parties evaluated various solutions to the California energy crisis.
Consequently, by December 31, 2000, the Utility had borrowed more than $3 billion under its various credit
facilities to finance its wholesale energy purchases.

Because of escalating wholesale electricity costs and the inability to pass on these costs to retail customers, the
Utility accumulated atotal of approximately $6.9 billion in under-collected power costs and generation-related
transition costs as of December 31, 2000. The under-collected purchased power costs generally were deferred for
future recovery as aregulatory asset subject to future collection from customersin rates. However, due to the lack of
regulatory, legidative, and judicia relief, the Utility determined that it could no longer conclude that its
under-collected purchased power costs and remaining transition costs were probable of recovery in future rates.
Therefore, the Utility charged $6.9 billion to earnings for its under-collected purchased power costs and its
remaining unamortized transition costs at December 31, 2000.

During 2001, the CPUC increased el ectric rates, and the price of wholesale electricity stabilized. Asaresult, in
2001, the Utility's generation-related electric revenues were greater than its generation-related costs, resulting in
earnings of $458 million, which represented a partial recovery of previously written-off under-collected purchased
power and transition costs, and included $327 million related to the market value of terminated bilateral contracts.

Under AB 1890, the rate freeze was scheduled to end on the earlier of March 31, 2002, or the date the Utility
recovered all of its generation-related transition costs as determined by the CPUC. However, on January 2, 2001, the
CPUC issued a decision which found that new California legidation, AB 6X, had materialy affected the
implementation of AB 1890. Therefore, the CPUC scheduled further proceedings to address the impact of AB 6X on
the AB 1890 rate freeze for the Utility and to determine the extent and disposition of the Utility’s remaining
unrecovered transition costs. Additionally, on January 11, 2001, in a court proceeding involving a settlement
between Southern California Edison Company (SCE) and the CPUC authorizing SCE to maintain its existing retail
electric rates at the same levels as the AB 1890 rate freeze in order to recover SCE’ s unrecovered transition and
purchased power costs, the CPUC represented to the court that it has the authority to allow the Utility and SCE to
recover their under-collected transition costs beyond the end of the AB 1890 rate freeze. On April 15, 2002, the
CPUC filed an alternative plan of reorganization (Alternative Plan) in the Utility’ s bankruptcy proceeding in U.S.
Bankruptcy Court, proposing that the Utility’s overall retail electric rates be maintained at current levels through
January 31, 2003, in order to generate cash to repay in part the Utility’s creditors under the CPUC’ s plan. Based on
these CPUC decisions and representations, the Utility believes it can continue to record revenues collected under its
existing overall retail rates, subsequent to the statutory end of the rate freeze. However, it is possible that at some
future date the CPUC may change its interpretation of law or otherwise seek to change the Utility's overall retail
electric rates retroactively. Any such change could materially affect the Utility's earnings.

Electricity Purchases
Asaresult of the Utility's inability to pass through wholesale electricity costs to customers and the resulting impact

on the Utility's financial resources, the Utility's credit rating deteriorated to below investment grade in January 2001.
This credit downgrade precluded the Utility from accessto capital markets. The Utility had no credit under which it
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could purchase wholesale electricity on behalf of its customers on a continuing basis. Consequently, generators were
selling to the Utility only under emergency action taken by the U.S. Secretary of Energy.

In January 2001, the California Legislature and the Governor of California authorized the DWR to begin purchasing
wholesale electric energy on behalf of the Utility's retail customers. On February 1, 2001, the Governor signed into
law California AB 1X authorizing the DWR to purchase power to meet the Utility's net open position (the amount of
power needed by retail electric customers that cannot be met by utility-owned generation or power under contract to
the Utility). The DWR purchased energy on the spot market until it was able to enter into contracts for the supply of
electricity. In addition to certain contracts that it has subsequently entered into, the DWR continues to purchase
power on the spot market at prevailing market prices.

Initially, the DWR indicated that it intended to buy power only at “reasonable prices’ to meet the Utility's net open
position, leaving the 1SO to purchase the remainder in order to avoid blackouts. The SO billed the Utility for its
costs to purchase power to cover the amount of the Utility's net open position not covered by the DWR. In 2001, the
Utility accrued approximately $1 billion for these | SO purchases for the period from January 17, 2001, through April
6, 2001. However, in February, April, and November 2001, the FERC issued a series of orders directing the 1SO to
buy power only on behalf of creditworthy entities. In its November 2001 order, the FERC directed the |SO to
invoice the DWR for all 1SO transactions that the | SO entered into on behalf of the Utility. On December 7, 2001,
the DWR filed an application for rehearing of the November 7, 2001, FERC order alleging, among other things, that
the FERC order was illegal and unconstitutional because it restricted the DWR’s unilateral discretion to determine
the prices it would pay for the third party power under the | SO invoices. On March 27, 2002, the FERC denied the
DWR’s application for rehearing and reaffirmed its previous orders finding that the DWR is responsible for paying
such ISO charges.

On February 21, 2002, the CPUC approved a decision adopting rates for the DWR that will allow the DWR to collect
power charges and financing charges from ratepayers to pay for the $19 hillion in revenues needed by the DWR to
procure electricity for the customers of the Utility and other California utilities for the two-year period ending December
31, 2002. Accordingly, the CPUC established atotal statewide revenue requirement for power charges of the DWR for
the two-year period ending December 31, 2002, of $9 billion and alocated $4.5 billion to the Utility's customers. The
February 21, 2002, CPUC order noted that the DWR had been found by the FERC to be responsible for SO imbalance
energy purchases for 2001, and authorized the DWR to collect rates from the Utility’ s customers sufficient to reimburse
the DWR for these cogts. In addition, on February 28, 2002, the DWR and SCE entered into an agreement under which
the DWR has assumed financial responsibility for similar imbalance energy costsincurred by SCE.

On March 21, 2002, the CPUC modified its February 21, 2002, revenue requirement decision, effectively lowering the
amount allocated to the customers of the Utility to $4.4 billion for the period from January 2001 through December
2002. Based onthe March 21, 2002, CPUC decision, the Utility estimates that itstotal DWR revenue requirement
alocation for 2001 is$2.5 hillion. The Utility believes that the DWR’ s revenue requirement incorporates the
procurement charges previoudy billed by the SO and accrued by the Utility. Inlight of the March 27, 2002, FERC
order, the February 21, 2002, CPUC order, and the March 21, 2002, CPUC order, the Utility has reversed the excess of
the ISO accrual for the period from January 17, 2001, through April 6, 2001, the amount of the DWR revenue
requirement applicable to 2001 for a net reduction of accrued purchased power costs of approximately $595 million,
pre-tax.

Chapter 11 Filing

On April 6, 2001, asaresult of (1) the failure of the DWR to assume the full procurement responsibility for the Utility's
net open position, (2) the negative impact of a CPUC decision that created new payment obligations for the Utility and
undermined its ability to return to financial viahility, (3) the lack of progress in negotiations with the State of California
to provide a solution for the energy crisis, and (4) the adoption by the CPUC of aretroactive accounting change that
would appear to eliminate the Utility’ s true under-collected wholesale electricity costs, the Utility filed in the Bankruptcy
Court avoluntary petition for relief under Chapter 11 of the Bankruptcy Code. Under Chapter 11, the Utility retains
control of its assets and is authorized to operate its business as a debtor-in-possession while being subject to the
jurisdiction of the Bankruptcy Court. Subsidiaries of the Utility, including PG& E Funding LLC (which holds Rate
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Reduction Bonds) and PG& E Holdings, LLC (which holds stock of the Utility), are not included in the Utility’ s petition.
While the Utility’s parent, PG& E Corporation, and PG& E NEG have not filed for relief under Chapter 11 and are not
included in the Utility’s petition, PG& E Corporation is a co-proponent of the Utility’s plan of reorganization.

The Utility’s Consolidated Financial Statements have been prepared in accordance with the American Institute of
Certified Public Accountants Statement of Position (SOP) 90-7, *‘Financial Reporting by Entities in Reorganization
Under the Bankruptcy Code,”” and on a going-concern basis, which contemplates continuity of operation, realization
of assets, and liquidation of liabilities in the ordinary course of business. However, as aresult of the Chapter 11
filing, such realization of assets and liquidation of liahilities are subject to uncertainty.

Certain claims against the Utility in existence prior to itsfiling for bankruptcy are stayed while the Utility continues
business operations as a debtor-in-possession. The Utility has reflected itstotal estimate of all such valid claims on
the March 31, 2002 Consolidated Balance Sheets as $10.3 hillion of Liabilities Subject to Compromise and as $3.0
billion of Long-Term Debt. Additional claims or changes to Liabilities Subject to Compromise may subsequently
arise from, among other things, resolution of disputed claims and Bankruptcy Court actions. Payment terms for these
amounts will be established through the bankruptcy proceedings. Secured claims also are stayed, although the
holders of such claims have received authorization from the Bankruptcy Court for relief from the stay for certain
principal payments that have matured. Secured claims are secured primarily by liens on substantially all of the
Utility' s assets and by pledged accounts receivable from gas customers. The Bankruptcy Court has approved certain
payments and actions necessary for the Utility to carry on its normal business operations (including payment of
employee wages and benefits, refunds of certain customer deposits, use of certain bank accounts and cash collateral,
assumption of various hydroel ectric contracts with water agencies and irrigation districts, certain qualifying facilities
(QF) payments, interest on secured debt, and continuation of environmental remediation and capital expenditure
programs) and to fulfill certain post-petition obligations to suppliers and creditors. In addition, the Bankruptcy
Court has authorized the payment of interest on certain claims prior to the effectiveness of the Utility’s Plan.

Through March 31, 2002, $44.8 hillion of claims had been filed. Thisamount includes claimsfiled by generators
(which the Utility believes have been significantly overstated) and claimsfiled by financial institutions (which the
Utility believes contain significant duplication). This also includes governmental claims which include, but are not
limited to, contingent environmental claims, claims for federal, state and local taxes, and claims submitted by the
DWR for approximately $430 million of energy purchases made on behalf of the Utility’ s retail customers.

Approximately $12.4 billion of claims have been disallowed by the Bankruptcy Court or withdrawn.

The claims resolution process in bankruptcy involves establishment of the validity of the claim and determination of
specifically how the claim isto be discharged. In addition, it is common to negotiate with creditors to achieve
settlement. The Utility intends to explore settlement of claims wherever possible.

On September 20, 2001, the Utility and its parent company, PG& E Corporation, jointly filed with the Bankruptcy
Court a proposed plan of reorganization (Plan) of the Utility under the Bankruptcy Code and arelated disclosure
statement (Disclosure Statement). The Utility and PG& E Corporation filed or lodged amendments to the Plan and
the disclosure statement on several occasions after the initial filing in an effort to resolve objections filed by various
parties and to update the information in the Plan and disclosure statement to reflect other devel opments with respect
to the Ultility’ s business and restructuring efforts. On April 24, 2002, the Bankruptcy Court entered an order
approving the Utility’s disclosure statement dated April 19, 2002. On April 15, 2002, the CPUC filed a competing
plan and disclosure statement with the Bankruptcy Court, as discussed below. Hearings are scheduled to occur in
May 2002 to address any objections that may be filed with respect to the CPUC’ s plan and disclosure statement.

If the Utility’s Plan, as amended, is confirmed and becomes effective, it would allow the Utility to restructure its
businesses, refinance the restructured businesses, and use the proceeds from the refinancing to pay al valid claims,
with interest.

The Utility’s Plan proposes that all valid creditor claimswould be paid in full with interest, using a combination of
cash and long-term notes. Creditors would receive payment as follows:
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On the Effective

Date of the Plan,
Creditors Would Receive
Payment In
Long-term
Cash Notes
Majority of secured creditors 100% -
Majority of unsecured creditors with allowed claims of
$100,000 or less 100% -
Unsecured creditors with allowed claims in excess of
$100,000 60% 40%

PG& E Corporation and the Utility, through a settlement with a group of senior debtholders, have agreed to pay the
holders of certain allowed claims pre- and post-petition interest on the principal amount of such claims at rates of
interest as follows:

(in millions) Amount
Owed Agreed Upon Rate

Commercia Paper Claims $ 873 7.466% per annum
Floating Rate Notes 1,240 7.583% per annum
Senior Notes 680 9.625%
Medium Term Notes 287 5.81%t0 8.45%
Revolving Line of Credit

Claims 938 8.000% per annum

In addition, if the date on which the Plan becomes effective (Effective Date) does not occur on or before February
15, 2003, these interest rates will be increased by 37.5 basis points. If the Effective Date of the Plan does not occur
on or before September 15, 2003, the agreed rates will be increased by an additional 37.5 basis points. Finaly, if the
Effective Date of the Plan does not occur on or before March 15, 2004, the agreed rates will be increased by an
additional 37.5 basis points.

In December 2001 and January, February, and March 2002, the Bankruptcy Court approved supplemental
agreements entered into between the Utility and several QFsto resolve the issue of the applicable interest rate to be
applied to the pre-petition payables. The supplemental agreements (1) set the interest rate for pre-petition payables
at 5 percent, (2) provide for a“catch-up payment” of all accrued and unpaid interest through the initial payment date,
and (3) provide for an accelerated payment of the principal amount of the pre-petition payables (and interest thereon)
in 12 equal monthly payments of principal (and interest thereon) commencing on the last business day of the month
during which Bankruptcy Court approval is granted, and continuing for 11 subsequent months, or, in the event the
effective date of the Plan occurs before the last monthly payment is made, the remaining unpaid principal and
accrued but unpaid interest thereon shall be paid in full on the Effective Date. At March 31, 2002, $246 million and
$46 million in principal and interest, respectively, have been paid to the QFs. Through March 31, 2002, 166 of 313
active QFs have signed supplemental agreements. The Utility believes that most remaining QFs will also wish to
enter into similar supplemental agreements.

On March 27, 2002, the Bankruptcy Court authorized payment of pre- and post-petition interest to holders of certain
undisputed claims, including creditors holding certain financial instruments issued by the Utility, trade creditors, and
other general unsecured creditors, and authorized payment of fees and expenses of indenture trustees and other
paying agents (subject to a procedure to permit objections to fees to be made and resolved). The Utility expects that
payments pursuant to this authorization will be approximately $700 million by July 30, 2002, based on the claim
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amounts estimated in the Disclosure Statement and the Plan. The actual amount ultimately payable may be different,
depending on the amount of claims allowed by the Bankruptcy Court.

On March 25, 2002, the Bankruptcy Court authorized the Utility to pay the principal amount of all undisputed
creditor claims that are $5,000 or less and undisputed mechanics’ lien and reclamation claims, for an aggregate
amount of approximately $22 million. These amountswill be paid on or before July 30, 2002.

The Utility’s Plan, which has been endorsed by the Official Committee of Unsecured Creditors (Committee) and
another group of senior debtholders, is designed to align the businesses under the regulators that best match the
business functions. Retail assets would remain under the retail regulator, the CPUC and wholesale assets would be
placed under wholesale regulators, the FERC and the Nuclear Regulatory Commission (NRC). After this alignment,
the retail-focused, state-regulated business would be a gas and electric distribution company (Reorganized Utility)
representing approximately 70 percent of the book value of the Utility’ s assets and having approximately 16,000
employees. The wholesal e businesses, which would be federally regulated (asto price, terms, and conditions),
would consist of electric transmission (ETrans), interstate gas transmission (GTrans), and generation (Gen).

The Utility’s Plan proposes that certain other assets of the Utility deemed not essential to operations would be sold to
third parties or transferred to Newco Energy Corporation (Newco), a consolidated subsidiary created by the Utility to
hold the investment in ETrans, GTrans, and Gen. Additionally, the Utility would declare and, after the assets are
transferred to the newly formed entities, pay a dividend to PG& E Corporation of all of the outstanding common
stock of Newco. Each of ETrans, GTrans, and Gen would continue to be an indirect wholly owned subsidiary of
PG& E Corporation.

The Utility's 18,500 circuit miles of electric transmission lines and cable would be transferred to ETrans, a California
company. ETranswould operate as an independent transmission company selling transmission servicesto wholesale
customers (utilities) and to electric generators.

The Utility's 6,300 miles of transmission pipelines and three gas storage facilitieswould be transferred to GTrans, a
Californiacompany. GTranswould hold the mgjority of the land, rights of way, and access rights currently associated
with Utility gas transmission pipelines. GTrans aso would assume certain continuing contractual obligations currently
held by the Utility's gas transmission operation. |n addition, the Reorganized Utility would hold a 10 to 15-year
transportation and gas storage contract with GTrans.

The Utility's hydroelectric and nuclear generation assets and associated lands and the power contracts with irrigation
districts would be transferred to Gen, a California company. In total, the unit would have approximately 7,100
megawatts (MW) of generation. The facilities would be operated in accordance with all current FERC and NRC
licenses. The generating business would sell its power back to the Reorganized Utility under a 12-year contract at a
stable, market-based rate.

The Utility's Plan relies on the FERC and the Bankruptcy Court to authorize certain actions which are outside of
management's control. These actions include allowing a shift in jurisdiction of certain of the Utility's assets, approving
contracts between and among the newly formed entities, and preempting certain state and local laws. Specificaly, the
Plan asks the Bankruptcy Court to:

»  Approve the Utility's Plan, authorizing the Utility to execute, implement, and take all actions necessary or
appropriate to give effect to the transactions contemplated by the Plan and the Plan documents;

»  Approve the execution of, and find reasonable the terms and conditions of the proposed service and sales
contracts between the Reorganized Utility and one or more of the disaggregated entities;

» Find that the CPUC dffiliate transaction rules are not applicable to the restructuring transactions;
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e Find that neither PG& E Corporation nor the Utility isrequired to comply with certain provisions of the
California Corporations Code relating to corporate distributions and the sale of substantially al of a
corporation's assets because the Bankruptcy Code preempts such state law.

If the Bankruptcy Court determines that the CPUC and the State have not waived their sovereign immunity with respect
to the Plan, the proponents intend to amend the conditions to confirmation to substitute findings of fact or conclusions of
law for any declaratory or injunctive relief presently sought against the CPUC or the State.

Finally, the Utility’s Plan contemplates that on or as soon as practicable after the Effective Date, PG& E Corporation
would distribute the shares of the Reorganized Utility’s common stock it holds to the holders of PG& E Corporation
common stock on a pro rata basis (Spin-Off). The Utility’s currently outstanding preferred stock would remain
preferred stock of the Reorganized Utility. It is contemplated that holders of preferred stock would receive on the
Effective Date, and in cash, any dividends unpaid and sinking fund payments accrued in respect of such preferred
stock through the last scheduled payment date before the Effective Date. The common stock of the Reorganized
Utility would be registered pursuant to the Securities Exchange Act of 1934, and would be freely tradeable by the
recipients on the Effective Date or as soon as practicable thereafter. The Reorganized Utility would apply to list the
common stock of the Reorganized Utility on the New Y ork Stock Exchange.

Key aspects of the Utility’s Plan include (1) the issuance of debt by ETrans, GTrans, and Gen, the proceeds of
which, along with additional notes, would be distributed to the Reorganized Utility so that it could pay creditors, (2)
a 12-year bilateral contract whereby Gen would provide the Reorganized Utility firm capacity and energy at an
average rate of approximately $50.00 per megawatt-hour (MWh), and (3) the assumption by the Reorganized Utility
of responsibility for the net open position only after conditions specified in detail below are met.

In order to ensure the financia viability of the Utility’s Plan, the Plan provides that the following conditions must be
fulfilled before the Reorganized Debtor will reassume the responsibility to purchase power to meet the net open
position not aready provided through the DWR'’s power purchase contracts;

1. The Reorganized Utility receives an investment grade credit rating and receives assurances from the rating
agencies that its credit rating will not be downgraded as aresult of the reassumption of the obligation to
meet the net open position;

2. Thereisan objectiveretail rate recovery mechanism in place pursuant to which the Reorganized Utility is
ableto fully recover in atimely manner its wholesale costs of purchasing electricity to satisfy the net open
position;

3. Thereare objective standards in place regarding pre-approval of procurement transactions; and

4. After reassumption of the obligation to meet the net open position, the conditions in clauses (2) and (3)
remain in effect.

On November 30, 2001, the Utility and PG& E Corporation on behalf of its subsidiaries ETrans, GTrans, and Gen,
filed various applications with the FERC seeking approval to implement the proposed reorganization and the
securities issuances and debt financings contemplated by the Plan. The FERC also must approve the various service
agreements to be entered into between the Reorganized Utility and one or more of the disaggregated entities.
Additionally, the SEC must approve the Plan as administrator of the Public Utility Holding Company Act (PUHCA).
An application under PUHCA was filed with the SEC on January 31, 2002.

Also on November 30, 2001, the Utility filed applications with the NRC for approval to transfer the NRC operating
licenses for the Diablo Canyon Nuclear Power Plant (Diablo Canyon) to Gen and one of its subsidiaries, and for the
indirect transfer of the Humboldt Bay Nuclear Power Plant (which isin the early stages of decommissioning) to the
Reorganized Utility.

Additionally, because the reorganization is intended to qualify as a tax-free reorganization and the Spin-Off is

intended to qualify as a tax-free spin-off, PG& E Corporation and the Utility have sought a private letter ruling from
the Internal Revenue Service (IRS) confirming the tax-free treatment of these transactions.
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The Utility’s Plan provides that it will not become effective unless and until the following conditions have been
satisfied or waived:

1. The Effective Date shall have occurred on or before January 1, 2003;

2. All actions, documents, and agreements necessary to implement the Plan shall have been effected or
executed;

3. PG&E Corporation and the Utility shall have received all authorizations, consents, regulatory approvals,
rulings, letters, no-action letters, opinions, or documents that are determined by PG& E Corporation and the
Utility to be necessary to implement the Plan;

4. Standard & Poors (S&P) and Moody’s Investors Service (Moody’s) shall have established credit ratings for

each of the securities to be issued by the Reorganized Utility, ETrans, GTrans, and Gen of not less than

BBB- and Baa3, respectively;

The Plan shall not have been modified in a material way since the confirmation date; and

6. Theregistration statements pursuant to which the new securities will be issued shall have been declared
effective by the SEC, the Reorganized Utility shall have consummated the sale of its hew securities to be
sold under the Plan, and the new securities of each of ETrans, GTrans, and Gen shall have been priced and
the trade date with respect to each shall have occurred.

o

If one or more of the conditions described above have not occurred or been waived by January 1, 2003, the
confirmation order shall be vacated and the Utility’s obligations with respect to claims and equity interests shall
remain unchanged.

On March 18, 2002, the Bankruptcy Court entered an order disapproving the First Amended Disclosure Statement,
concluding that bankruptcy law does not expressly preempt state law in connection with the implementation of a plan
of reorganization. Instead, the Bankruptcy Court interpreted the applicable bankruptcy law to impliedly preempt
state law where it has been shown that enforcing the state law at issue would be an obstacle to the accomplishment
and execution of the full purposes of the bankruptcy laws. On March 22, 2002, PG& E Corporation and the Utility
filed a Notice of Appeal of the Bankruptcy Court’s March 18, 2002, order and elected to have the appeal heard by
the United States District Court.

On April 24, 2002, the Bankruptcy Court approved the Utility' s disclosure statement dated April 19, 2002,
describing the Utility’s Plan. The Bankruptcy Court’s approval of the Utility’s disclosure statement does not
congtitute approval of the Plan.

As provided by the Bankruptcy Court, on April 15, 2002, the CPUC filed its Alternative Plan which, although
similar to the plan described in its term sheet, contained significant differences. The CPUC's Alternative Plan does

not call for realignment of the Utility’s business, but instead provides for the continued regulation of all of the
Utility’s current operations by the CPUC. The Alternative Plan a so includes the following significant components:

» Providesfor shareholdersto contribute a projected $1.6 billion in cash earned by the Utility from its return
on equity during 2001, 2002, and January 2003;

*  Proposesto raise $3.9 hillion through the i ssuance of new debt;
»  Proposesto raise $1.75 hillion through the sale of Utility stock;

» Assumesthe Utility will satisfy FERC' s creditworthiness requirements and will resume purchasing the net
open position no later than January 31, 2003;

» Require Utility to dismiss all claims against the state, with prejudice;
» Assumesall valid claims (together with applicable post-petition interest at the lowest non-default contract

rate, or if no contract or non-default rate exists, then the federal judgment rate) totaling approximately $13.5
billion will be satisfied in full through a combination of cash (inclusive of the net proceeds from the
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proposed sale of the new subordinated notes) and reinstatement of certain of the Utility’slong-term
indebtedness and other obligations (approximately $5.8 billion);

» Become €effective only if the Utility’s new and reinstated debt securities receive investment grade credit
ratings; however, the CPUC would retain the right to waive this condition; and

» Assumesthe Utility will obtain a$1.9 billion credit facility to fund operating expenses and seasonal
fluctuations of capital. A portion of this facility will be used for letters of credit which may be needed to
pay collateral for post-petition worker’s compensation liabilities.

The CPUC' s proposed timeline for its alternate plan provides for a confirmation order to be issued on or before
October 31, 2002, and for the plan to become effective on or before January 31, 2003.

PG& E Corporation and the Utility believe the CPUC’ s dternative plan is not credible and no more practical or
confirmable than itsfirst plan. PG& E Corporation and the Utility also do not believe the CPUC’ s plan will restore
the Utility to investment grade status when the plan becomes effective. Additionally, PG& E Corporation and the
Utility believe the CPUC’ s plan to eliminate any return on equity violates federal and state law and would prompt
substantial litigation. Objections to the CPUC's Alternative Plan and related disclosure statement are due on May 3,
2002, and a hearing to consider the filed objectionsis set for May 9, 2002.

Further, on April 22, 2002, the CPUC, in responding to alegal challenge by the Foundation for Taxpayers and
Consumer Rights (FTCR) that the CPUC did not have the authority to propose an alternative plan, voted to initiate a
regulatory proceeding to consider the rate impacts of its Alternative Plan in order to give interested parties an
opportunity to comment.

The Bankruptcy Court has set June 17, 2002, as the target date to begin solicitations of creditor approval of the
competing plans. PG& E Corporation and the Utility anticipate that the creditors will have the option of approving
one plan, both plans (with an option to indicate a preference for one over the other), or neither plan. Acceptance or
rejection of aplan is determined by creditor class. Once the voting period has ended the Bankruptcy Court will
select a plan to confirm, taking into consideration creditor preference, plan feasibility, distributions to creditors, and
the financial viability of the reorganized entity.

PG& E Corporation and the Utility are unable to predict which plan the creditors will approve, or which plan, if any,
the Bankruptcy Court will confirm. The Utility’s current exclusivity period for proposing a Plan, which is applicable
to al parties other than the CPUC, is scheduled to terminate on June 30, 2002. PG& E Corporation and the Utility
cannot predict whether the Bankruptcy Court would issue an order, upon the request of the Utility, approving further
extensions of this exclusivity period. Consideration of alternative plans could cause delays in the current schedule
contemplated under the Utility’s Plan. Whichever plan is confirmed, implementation of the confirmed plan may be
delayed due to appeals, CPUC actions or proceedings (including the recently opened investigative proceedingsto
consider the rate impacts of CPUC's Alternative Plan), the FERC or other regulatory hearings that could be required
in connection with the regulatory approvals necessary to implement the plan and other events. The tendency of the
bankruptcy proceeding and the related uncertainty around the plan of reorganization that is ultimately adopted and
implemented will have a significant impact on the Utility’s future liquidity and results of operations. The Utility is
not able at thistime to predict the outcome of its bankruptcy case or the effect of the reorganization process on the
claims of the Utility’s creditors or the interests of the Utility’s preferred shareholders. However, the Utility believes,
based on information presently available to it, that cash and cash equivalents on hand at March 31, 2002, of $4.7
billion and cash available from operations will provide sufficient liquidity to allow it to continue as a going concern
through 2002.

NOTE 3: PRICE RISK MANAGEMENT

PG& E Corporation's net gain (loss) on trading activities, recognized on afair value basis, were asfollows:
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Three months ended

March 31,
(in millions) 2002 2001
Trading activities®:
Unrealized losses, net $ (3 $ (46)
Redlized gains, net 45 74
Totd $ 42 $ 28

@ The Utility did not engage in trading activities for the periods presented.

PG& E Corporation's and the Utility's ineffective portion of changesin fair values of cash flow hedges were immaterial
for the three months ended March 31, 2002. PG& E Corporation's and the Utility's estimated net derivative gains or
losses included in accumulated other comprehensive income (loss) at March 31, 2002, that are expected to be
reclassified into earnings within the next 12 months are net losses of $31 million and $0, respectively. The actual
amounts reclassified from accumulated other comprehensive lossto earnings can differ as a result of market price
changes. At March 31, 2002, the maximum length of time over which PG& E Corporation had hedged its exposure to
the variability in future cash flows associated with commodity price risk is through December 2010. The maximum
length of time over which PG& E Corporation has hedged its exposure to the variability in future cash flows associated
with interest rate risk is through March 2014.

The schedule bel ow summarizes the activities affecting accumulated other comprehensive loss net of tax, from
derivative instruments for the three months ended March 31, 2002:

(in millions) PG&E Utility
Corporation
Derivative gains (losses) included in accumulated other comprehensive -
income (loss) at January 1 $ 36 $
Net loss of current period hedging transactions and price changes (75) -
Net reclassification to earnings 5 -
Derivative losses included in accumulated other comprehensive loss
at March 31 (34 -
Foreign currency trand ation adjustment (5) 2
Other @) -
Accumulated other comprehensive loss at March 31 $ (40) $ 2
Credit Risk

Credit risk isthe risk of lossthat PG& E Corporation and the Utility would incur if counterpartiesfail to perform their
contractua obligations. PG& E Corporation and the Utility conduct business primarily with customersin the energy
industry, such as investor-owned and municipa utilities, energy trading companies, financial ingtitutions, and oil and gas
production companies, located in the United States and Canada. This concentration of counterparties may impact
PG&E Corporation's and the Utility's overall exposure to credit risk in that its counterparties may be similarly affected
by changes in economic, regulatory, or other conditions. PG& E Corporation and the Utility mitigate potential credit
losses in accordance with established credit approval practices and limits by dealing primarily with creditworthy
counterparties (counterparties considered investment grade or higher). PG& E Corporation and the Utility review credit
exposure in relation to specified counterparty limits daily, and to the maximum extent possible, require that al derivative
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contracts take the form of a master agreement containing credit support provisions that require the counterparty to post
security in the form of cash, letters of credit, corporate guarantees of acceptable credit quality, or digible securities if
current net receivables and replacement cost exposure exceed contractually specified limits.

PG& E Corporation and the Utility calculate gross credit exposure as the current mark-to-market value (what would be
logt if the counterparty defaulted today) plus any outstanding net receivables, prior to the application of credit collateral.
In the past year, PG& E Corporation's and the Utility's credit risk has increased partially due to credit rating downgrades
of some of the counterpartiesin the energy industry to below investment grade.

At March 31, 2002, PG& E Corporation and the Utility customers that represent greater than 10 percent of their
respective total credit exposures include the DWR, which represents 12 percent of PG& E Corporation’s credit exposure.
In addition, two investment grade counterparties account for 18 percent and 14 percent, respectively, of the Utility's
credit exposure.

The schedule bel ow summarizes the exposure to counterparties that are in anet asset position, with the exception of
written options and exchange-traded futures (the exchange provides for contract settlement on adaily basis) at March
31, 2002:

(in millions) Gross Credit Net
Exposure®  Collateral @ Exposure @
PG& E Corporation $ 965 $ 183 $ 782
Utility 216 104 112
@ Gross credit exposure egquals mark-to-market val ue plus net (payables) receivables where netting is

allowed. The Utility's gross exposure includes wholesale activity only. Retail activity and payables
prior to the Utility's bankruptcy filing are not included.

@ Net exposure is the gross exposure minus credit collateral (cash deposits and letters of credit).
Amounts are not adjusted for probability of default.

The majority of counterparties to which PG& E Corporation and the Utility are exposed are considered to be investment
grade, determined using publicly available information including an S& P rating of at least BBB-. At March 31, 2002,
PG&E Corporation’s net credit exposure to bel ow investment grade entities, consisting principally of DWR and
Southern California Edison, aggregates to approximately $266 million or 34 percent. Approximately $34 million or

30 percent of the Utility's net credit exposure is below investment grade. PG& E Corporation's regional concentration of
credit exposure is to counterparties that conduct business primarily in the western United States and also to
counterparties that conduct business primarily throughout North America. The Utility has aregiona concentration of
credit exposure to counterparties that conduct business primarily throughout the entire United States.

NOTE 4: DEBT FINANCING

PG& E NEG

On April 5, 2002, GenHoldings |, LLC increased its committed financing from $1.075 billion to $1.460 billion. The
increase in the facility provides for additional borrowing capacity and will provide funding for, and be secured by, an
additional project, Covert, which is currently under construction. No other terms of the facility were changed.

In April 2002, PG&E GTN received commitments from several financial ingtitutions for a new three-year revolving

credit agreement of up to $125 million to replace the existing revolving credit agreement. PG&E GTN expectsto
complete such financing in May 2002. PG&E GTN a so plansto obtain additional |ong-term financing in the near
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future and has obtained a commitment from a financial ingtitution for a backup 364-day bank facility if PG& E GTN
decides to postpone such long-term financing.

NOTES: UTILITY OBLIGATED MANDATORILY REDEEMABLE PREFERRED SECURITIES OF
TRUST HOLDING SOLELY UTILITY SUBORDINATED DEBENTURES

On November 28, 1995, PG& E Capital | (Trust), awholly-owned subsidiary of the Utility, issued 12 million shares
of 7.90 percent Cumulative Quarterly Income Preferred Securities (QUIPS), with an aggregate liquidation value of
$300 million. Concurrent with the issuance of the QUIPS, the Trust issued to the Utility 371,135 shares of common
securities with an aggregate liquidation value of $9 million. The Trust, in turn, used the net proceeds from the
QUIPS offering and issuance of the common stock securities to purchase 7.90 percent Deferrable Interest
Subordinated Debentures (Debentures), due 2025, issued by the Utility with aface value of $309 million.

On March 16, 2001, the Utility deferred quarterly interest payments on the Utility's Debentures until further notice in
accordance with the indenture. The corresponding quarterly payments on the 7.90 percent QUIPS, issued by the
Trust, due on April 2, 2001, have been similarly deferred.

Distributions may be deferred up to 20 consecutive quarters under the terms of the indenture. Per the indenture,
investors will accumulate interest on the unpaid distributions at the rate of 7.90 percent. Upon liquidation or
dissolution of the Utility, holders of these QUIPS would be entitled to the liquidation preference of $25 per share
plus all accrued and unpaid dividends thereon to the date of payment.

On April 12, 2001, Bank One, N.A., as successor-in-interest to The First National Bank of Chicago (Property
Trustee), gave notice that an event of default exists under the Trust Agreement due to the Utility's filing for Chapter
11 on April 6, 2001 (see Note 2). Asaresult of the Chapter 11 filing, the Trust Agreement requires the Trust to be
liquidated by the Trustees by distributing, after satisfaction of liabilities to creditors of the Trust, the Debenturesto
the holders of the QUIPS. The liquidation date of the Trust is May 24, 2002.

On December 13, 2001, the Utility received permission from the Bankruptcy Court to distribute the Debentures of
the Ultility, and register the Debentures under the Securities Exchange Act of 1934. However, the Debentures will
not be distributed to QUIPS holders until such time as the Trustee notifies the holders of the QUIPS of the Trust’s
liquidation. The Trustee has notified the QUIPS holders that the Trust will be liquidated as of May 24, 2002, and
that on such date the Debentures will be distributed to the former holders of QUIPS. The QUIPS are reflected as
“Mandatorily Redeemable Preferred Securities of Trust Holding Solely Utility Subordinated Debentures’ on the
Utility's Consolidated Balance Sheets. The terms and interest payments on the Debentures correspond to the terms
and dividend payments of the QUIPS. The Utility has the right to redeem all or part of the Debentures.

NOTE 6: COMMITMENTSAND CONTINGENCIES

Commitments

PG& E Corporation has substantial financial commitments in connection with agreements entered into supporting the
Utility’sand PG& E NEG' s operating, construction and development activities. These commitments are discussed
more fully in the combined 2001 Annual Report on Form 10-K. The following summarizes significant changes to
commitments since the combined 2001 Annua Report on Form 10-K was filed.

Utility
Natural Gas Supply and Transportation Commitments. Under current CPUC regulations, the Utility purchases
natural gas from its various suppliers based on economic considerations, consistent with regulatory, contractual, and

operational constraints. The Utility has long-term gas transportation service agreements with various Canadian and
interstate pipeline companies. Thetotal demand charges that the Utility will pay each year may change due to
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changesin tariff rates. These agreementsinclude provisions for payment of fixed demand charges for reserving firm
capacity on the pipelines.

The Utility also has long-term gas supply contracts with various Canadian and interstate gas companies. The
contracts commit the Utility to purchase gas through April 2003, and total $466 million. On March 6, 2002, the

CPUC authorized the Utility to pledge its gas customer accounts receivable and core gas inventory for the purpose of
procuring core gas supplies until the earlier of:

May 1, 2003;

15 days after an upgrade of the credit rating of the Utility’s mortgage bondsto at least BBB- by S&P

or Baa3 by Moody’s;

the effective date of the Plan or Reorganization; or

the dismissal or conversion of the Utility’s bankruptcy proceeding.

At March 31, 2002, total gas accounts receivable pledged amounted to $453 million.

At March 31, 2002, the Utility’ s obligations related to natural gas transportation and supply commitments held

pursuant to long-term contracts are as follows:

(in millions)

2002
2003
2004
2005
2006
Thereafter

Totd

PG&E NEG

474
201

Letters of Credit - Certain of PG& E NEG’'s commitments in connection with agreements entered into supporting its
construction and development activities are supported by letters of credit. The following table provides the various
letters of credit facilities which have the capacity to issue letters of credit (in millions):

Letter Lettersof Credit
of Credit Outstanding

Borrower Maturity Capacity March 31, 2002
PG&E NEG 8/02 & 8/03 $ 650 $ 197
USGenNE 9/03 50 9
PG&E GenLLC 12/04 10 7
PG&E ET 12/02 25 19
PG&E ET @ 50 22
PG&E ET 11/03 35 32
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@ This letter of credit facility provides for up to $50 million of letters of credit to be issued, available to PG&E
Energy Trading, Canada Corporation, an indirect subsidiary of PG& E NEG, to use to post non-domestic
letters of credit to support counterparty trading, for periods no longer than 364 days. Thereisno term for the
facility, but the bank can review for termination each year.

Contingencies
PG& E Corporation Guar antees

At March 31, 2002, PG& E Corporation had issued a $16 million guarantee for an office lease relating to PG& E
NEG's San Francisco office. PG& E Corporation also has a $0.9 million guarantee supporting the Utility’'s
investment in low-income housing projects at March 31, 2002. See below for additional PG& E Corporation
guarantees.

Utility

Nuclear Insurance - The Utility has insurance coverage for property damage and businessinterruption losses as a
member of Nuclear Electric Insurance Limited (NEIL). Under thisinsurance, if anuclear generating facility suffersa
loss due to a prolonged accidental outage, the Utility may be subject to maximum retrospective assessments of

$26 million (property damage) and $9 million (business interruption), in each case per policy period, in the event losses
exceed the resources of NEIL.

The Utility has purchased primary insurance of $200 million for public liability claims resulting from a nuclear incident.
The Utility has secondary financial protection, which provides an additiona $9.3 hillion in coverage, which is mandated
by the Price-Andersen Act. Under the Price-Andersen Act, secondary financial protection isrequired for al nuclear
reactors having arated capacity of 100 MW licensed to operate and designed for production of electrical energy. It
provides for loss sharing among utilities owning nuclear generating facilities if a costly incident occurs. If anuclear
incident resultsin claimsin excess of $200 million, then the Utility may be assessed up to $176 million per incident,
with paymentsin each year limited to amaximum of $20 million per incident.

Workers Compensation Security - The Utility must provide collateral to maintain its status as a self-insurer for
workers compensation. Acceptable forms of collateral include surety bonds, letters of credit, cash, or securities. On
May 9, 2001, the State Department of Industrial Relations (DIR) approved the Utility's security deposit of approximately
$401 million in surety bonds. The Utility's reimbursement obligations under these bonds and the underlying workers
compensation obligations are guaranteed by PG& E Corporation.

In February 2001, several surety companies provided cancellation notices, citing concerns about the Utility's
financial situation. However, the state has not agreed to rel ease the canceling sureties from their obligations for
claims occurring prior to the cancellation and has continued to apply the cancelled bond amounts, totaling

$185 million, towards the required $401 million amount of collateral. The Utility was able to supplement the
difference through three additional active surety bonds totaling $216 million. The cancelled bonds have not, to date,
impacted the Utility's self-insured status under Californialaw, or its ability to meet current plan obligations.

Environmental Matters

The Utility may be required to pay for environmental remediation at sites where it has been, or may be, a potentially
responsible party under the Comprehensive Environmental Response Compensation and Liability Act and similar
state environmental laws. These sites include former manufactured gas plant sites, power plant sites, and sites used
by the Utility for the storage or disposal of potentially hazardous materials. Under federal and California laws, the
Utility may be responsible for remediation of hazardous substances even if it did not deposit those substances on the
site.

The Utility records an environmental remediation liability when site assessments indicate remediation is probable
and arange of reasonably likely clean-up costs can be estimated. The Utility reviewsits remediation liability
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quarterly for each identified site. Theliability isan estimate of costs for site investigations, remediation, operations
and maintenance, monitoring, and site closure using (1) current technology, (2) enacted laws and regulations,

(3) experience gained at similar sites, and (4) the probable level of involvement and financial condition of other
potentially responsible parties. Unlessthereis a better estimate within this range of possible costs, the Utility
records the lower end of this range.

The Utility had an environmental remediation liability of $303 million and $295 million (undiscounted) at March 31,
2002, and December 31, 2001, respectively. The $303 million accrued at March 31, 2002, includes (1) $139 million
related to the pre-closing remediation liability associated with divested generation facilities, and (2) $164 million
related to remediation costs for those generation facilities that the Utility still owns, manufactured gas plant sites, gas
gathering sites, and compressor stations. Of the $303 million environmental remediation liability, the Utility has
recovered $191 million through rates, and expects to recover the balance in future rates. The Utility also is
recovering its costs from insurance carriers and from other third parties as appropriate.

The cost of the hazardous substance remediation ultimately undertaken by the Utility is difficult to estimate. A
change in the estimate may occur in the near term due to uncertainty concerning the Utility's responsibility, the
complexity of environmental laws and regulations, and the selection of compliance alternatives. If other potentially
responsible parties are not financially able to contribute to these costs or further investigation indicates that the
extent of contamination or necessary remediation is greater than anticipated, the Utility's future cost could increase
by as much as $452 million. The Utility estimates the upper limit of the range using assumptions least favorable to
the Utility, based upon a range of reasonably possible outcomes. Costs may be higher if the Utility is found to be
responsible for clean-up costs at additional sites or expected outcomes change.

On June 28, 2001, the Bankruptcy Court authorized the Utility to continue its hazardous waste remediation program
and to expend:

*  Upto$22 millionin each calendar year in which the Chapter 11 case is pending to continue its
hazardous substance remediation programs and procedures; and

* Any additional amounts necessary in emergency situations involving post-petition rel eases or
threatened rel eases of hazardous substances subject to the Bankruptcy Court's specific approval.

The California Attorney General, on behalf of various state environmental agencies, filed claimsin the Utility's
bankruptcy proceeding for environmental remediation at numerous sites aggregating to approximately $770 million.
For most if not al of these sites, the Utility isin the process of remediation in cooperation with the relevant agencies
or would be doing so in the future in the normal course of business. In addition, for the majority of the remediation
claims, the state would not be entitled to recover these costs unless they accept responsibility to clean up the sites,
which isunlikely. Since the proposed Plan provides that the Utility intends to respond to these types of claimsin the
regular course of business, and since the Utility has not argued that the bankruptcy proceeding relieves the Utility of
its obligations to respond to valid environmental remediation orders, the Utility believes the claims seeking specific
cash recoveries areinvalid.

Moss Landing - In December 1999, the Utility was notified by the purchaser of its former Moss Landing power
plant that it had violated the plant's National Pollutant Discharge Elimination System (NPDES) permit issued by the
Central Coast Regional Water Quality Control Board (Central Coast Board). A claim has been filed by the
California Attorney General in the Utility's bankruptcy proceeding on behalf of the Central Coast Board seeking
unspecified penalties.

Diablo Canyon - The Utility's Diablo Canyon employs a“once-through” cooling water system, which is regulated
under a NPDES Permit issued by the Central Coast Board. This permit allows Diablo Canyon to discharge the
cooling water at atemperature no more than 22 degrees above ambient receiving water and requires that the
beneficial uses of the water be protected. The beneficial uses of water in thisregion include industrial water supply,
marine and wildlife habitat, shellfish harvesting, and preservation of rare and endangered species. In January 2000,
the Central Coast Board issued a proposed draft Cease and Desist Order alleging that, although the temperature limit
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has never been exceeded, Diablo Canyon's discharge was not protective of beneficial uses. In October 2000, the
Central Coast Board and the Utility reached a tentative settlement of this matter pursuant to which the Central Coast
Board has agreed to find that the Utility's discharge of cooling water from the Diablo Canyon plant protects
beneficial uses and that the intake technology reflects the “ best technology available” under Section 316(b) of the
Federal Clean Water Act. As part of the settlement, the Utility will take measures to preserve certain acreage north
of the plant and will fund approximately $5 million in environmental projects related to coastal resources. The
parties are negotiating the documentation of the settlement. The final agreement will be subject to public comment
and will be incorporated in a consent decree to be entered in California Superior Court. A claim has been filed by
the California Attorney General in the Utility's bankruptcy proceeding on behalf of the Central Coast Board seeking
unspecified penalties and other relief in connection with Diablo Canyon's operation of its cooling water system.

The Utility believes the ultimate outcome of these matters will not have a material impact on its financial position or
results of operations.

PG&E NEG

Guarantees Supporting Tolling Agreements - A subsidiary of the PG& E NEG has entered into five long-term
tolling transactions with third parties. Each tolling agreement is supported by a separate guarantee backing PG& E
NEG affiliate’s payment obligations over the term of these long-term contracts (9-25 years). PG&E NEG has
extended approximately $620 million of such guarantees with the initial face values varying from $20 million to
$250 million declining over time as the future obligation declines. Each of these guarantees contains a trigger event
provision that requires the guarantor to replace the guarantee or provide aternative collateral in the event that PG& E
NEG’s credit rating drops (as measured by one or two major agencies as identified in the agreement) below the
prescribed grade (generally BBB or Baa2). At March 31, 2002, the net exposure under guarantees supporting tolling
agreements was approximately 3% or $20 million.

Guarantees Supporting Trading Related Agreements - PG& E NEG's energy marketing, trading, hedging, and risk
management operations are conducted with counterparties under various master agreements. These agreementstypically
provide for reciprocal extension of credit lines based on creditworthiness standards. Net open positions under these
agreements are marked-to-market on aroutine basis and if the net exposed position including receivables and payables
falls outside of the established credit limits, then additional collateral must be provided. Therefore, key components of a
successful energy business consist of creditworthiness, liquidity resources, risk management systems that provide current
mark-to-market of al open positions, and a strong credit department to eval uate and manage counterparty credit risk.

In addition to issuing guarantees supporting tolling agreements, at March 31, 2002, PG& E NEG and its subsidiaries
provided $2.7 billion of guaranteesto counterpartiesin support of its energy trading operations. Thisincludes provision
of fuel and pipeline capacity to, and sale of energy products from, its power plants. These guarantees were provided in
favor of approximately 230 counterparties to permit and facilitate physical and financial transactionsin gas, pipdine
capacity, power, coal, and related commodities and services with these entities. Typically, the overall exposure under
these guaranteesis only afraction of the face value of the guarantees, since not all counterparty credit limits are fully
utilized at any time and there may be no outstanding transactions or financial exposure underlying an outstanding
guarantee. PG& E NEG receives similar deposits, letters of credit, and guarantees as collateral for credit extended by
PG&E NEG to these, in many cases, same counterparties. These offsetting exposures can often be netted in lieu of
posting alternative collateral. At March 31, 2002, PG& E NEG's net exposure under its guarantees was approximately
9 percent or approximately $260 million. This exposure is a contingent obligation that could be called only if PG&E
NEG or one of its subsidiaries fails to meet and then fails to cure a payment obligation.

The continued acceptability of many of these guarantees is dependent on PG& E NEG's maintaining various standards of
creditworthiness. Asaresult, maintenance of investment grade ratings by one or more rating agenciesis an important
criterion for PG& E NEG and its subsidiaries. If PG& E NEG or its subsidiaries are downgraded by one or more of the
rating agencies, PG& E NEG may be required to provide alternative collateral to replace guarantees that no longer meet
the creditworthiness standards of the agreements. Therefore, PG& E NEG and itstrading subsidiaries maintain
substantial cash balances and credit capacity to provide liquidity to its businesses in the event that open credit limits are
exceeded through volatility, or in the event of a credit downgrade.
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The amount of exposure under master agreements subject to securitization requirements in the event of a credit
downgrade of PG& E NEG or its subsidiaries to below investment grade by one or more rating agencies was
approximately 5 percent of the outstanding guarantees or approximately $144 million at March 31, 2002. PG& E NEG
manages this risk through maintenance of investment grade credit ratings at several principal operating subsidiaries so
that guarantees of one entity could be substituted for another in the event of a credit downgrade of one entity.

Guarantees Supporting Other Agreementswith Third Parties- PG& E NEG and its subsidiaries have issued in excess
of $720 million of guaranteesin support of various performance and payment obligations under agreements with third
parties. Of these guarantees supporting other agreements with third parties, $486 million have investment grade rating
maintenance requirements. In addition, a number of other agreements have specific security provisions requiring
maintenance of investment grade ratings. In the event of adowngrade below the trigger level and exhaustion of any cure
period, some of these agreements would allow the counterparty to demand payment for any outstanding obligations or
contract termination penalties, if any. Others simply provide the counterparty with aright to terminate the contract.

Environmental Matters

In May 2000, USGen New England (USGenNE), an indirect subsidiary of PG& E NEG, received an Information
Request from the U.S. Environmental Protection Agency (EPA), pursuant to Section 114 of the Federal Clean Air
Act (CAA). The Information Request asked USGenNE to provide certain information, relative to the compliance of
its Brayton Point and Salem Harbor Generating Stations with the CAA. No enforcement action has been brought by
the EPA to date. USGenNE has had very preliminary discussions with the EPA to explore a potential settlement of
this matter. Management believesthat it is not possible to predict at this point whether any such settlement will
occur or in the absence of a settlement the likelihood of whether the EPA will bring an enforcement action.

Asaresult of thisand related regulatory initiatives by the Commonwealth of Massachusetts, USGenNE is exploring
initiatives that would assist USGenNE to achieve significant reductions of sulfur dioxide and nitrogen oxide and
thermal emissions by 2006. Additional requirements for the control of mercury and carbon dioxide emissions will
also be forthcoming as part of these regulatory initiatives. Management believes that USGenNE would meet these
requirements through installation of controls at the Brayton Point and Salem Harbor plants, and estimates that capital
expenditures on these environmental projects approximate $266 million over the next five years. The Massachusetts
Department of Environmental Protection (DEP) may require earlier compliance, which USGenNE believes may not
be feasible and would require the use of credit allowances it currently owns or the purchase of additional credit
allowances.

PG&E NEG's existing power plants, are subject to federal and state water quality standards with respect to discharge
congtituents and thermal effluents. Three of the fossil-fueled plants owned and operated by USGenNE are operating
pursuant to NPDES permits that have expired. For the facilities whose NPDES permits have expired, permit renewal
applications are pending, and it is anticipated that all three facilities will be able to continue to operate under existing
terms and conditions until new permits are issued. Those three facilities are Salem Harbor, Manchester Street, and
Brayton Point. It is estimated that USGenNE's cost to comply with the new permit conditions could be as much as
$67 million through 2005. It is possible that the new permits may contain more stringent limitations than prior
permits, and that the cost to comply with the new permit conditions could be substantially greater than that amount.

On March 27, 2002, Rhode Island Attorney General Sheldon Whitehouse notified USGenNE, of his belief that
PG&E NEG' s Brayton Point Station “isin violation of applicable statutory and regulatory provisions governing its
operations...”, including “ protections accorded by common law” respecting discharges from the facility into Mt.
Hope Bay. He stated that he intends to seek judicial relief “to abate these environmental law violations and to
recover damages...” within the next 30 days. The notice purportedly was provided pursuant to section 7A of chapter
214 of Massachusetts General Laws. PG& E NEG believes that Brayton Point Station isin full compliance with all
applicable permits, laws, and regulations. The complaint has not yet been filed or served. PG& E NEG is currently
awaiting the issuance of adraft Clean Water Act NPDES permit renewal from the EPA. Management is unable to
predict whether the outcome of this matter will have a material adverse effect on PG&E Corporation’s financial
condition or results of operation.
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Additionally, on April 9, 2002, the EPA proposed regulations under Section 316(b) of the Clean Water Act for
cooling water intake structures. The regulations would affect existing power generation facilities using over 50
million gallons per day (mgd), typically including some form of “once-through” cooling. PG& E NEG's Brayton
Point, Salem Harbor, and Manchester Street Stations are among an estimated 539 plants nationwide that would be
affected by this rulemaking. The proposed rule callsfor a set of performance standards that vary with the type of
water body and which are intended to reduce impacts to aquatic organisms. Significant capital investment will likely
be required to achieve the standards if the regulations are finalized as proposed. The final rules are scheduled for
promulgation in August 2003.

During April 2000, an environmental group served USGenNE and other of PG& E NEG's subsidiaries with a notice
of itsintent to file a citizen’s suit under Resource Conservation and Recovery Act (RCRA). In September 2000,
PG& E NEG signed a series of agreements with the DEP and the environmental group to resolve these matters that
require PG& E NEG to alter its existing wastewater treatment facilities at its Brayton Point and Salem Harbor
generating facilities. PG& E NEG began the activities during 2000, and is expected to compl ete them in 2002.
PG&E NEG incurred expenditures related to these agreements of approximately $5.8 million in 2000 and

$2.4 millionin 2001. In addition to the costs incurred in 2000 and 2001, at December 31, 2001, PG& E NEG
maintains a reserve in the amount of $10 million relating to its estimate of the remaining environmental expenditures
to fulfill its obligations under these agreements. PG& E NEG has deferred costs associated with capital expenditures
and has set up areceivable for amounts it believes are probable of recovery from insurance proceeds.

The EPA isrequired under the CAA to establish new regulations for controlling hazardous air pollutants from
combustion turbines and reciprocating internal combustion engines. Although the EPA has yet to propose the
regulations, the Act required that they be promulgated by November 2000. Another provision in the Act requires
companies to submit case-by-case MACT determinations for individual plants if the EPA fails to finalize regulations
within 18 months past the deadline. On April 5, 2002, the EPA promulgated a regulation that extends this deadline
for the case-by-case permits until May 2004. The EPA intends to finalize the Maximum Achievable Control
Technology (MACT) regulations before this date, thus eliminating the need for the plant-specific permits. PG&E
NEG will not be able to accurately quantify the economic impact of the future regulations until more details are
available through the rulemaking process.

PG&E NEG anticipates spending up to approximately $363 million, net of insurance proceeds, through 2008 for
environmental compliance at currently operating facilities. PG& E NEG believes that a substantial portion of this
amount will be funded from PG& E NEG' s operating cash flow. This amount may change, however, and the timing
of any necessary capital expenditures could be accelerated in the event of a change in environmental regulations or
the commencement of any enforcement proceeding against PG& E NEG.

Legal Matters

In the normal course of business, PG& E Corporation, the Utility, and PG& E NEG are named as parties in a number
of claims and lawsuits. The most significant of this are discussed below. The Utility's Chapter 11 bankruptcy filing
on April 6, 2001, discussed in Note 2, automatically stayed the litigation described below against the Utility.

Chromium Litigation - There are 16 civil suits pending against the Utility in severa California state courts. Two of
these suits also name PG& E Corporation as a defendant. The suits seek an unspecified amount of compensatory and
punitive damages for alleged personal injuries resulting from alleged exposure to chromium in the vicinity of the
Utility's gas compressor stations at Hinkley, Kettleman, and Topock, California. Currently, there are claims pending on
behalf of approximately 1,290 individuals.

The Utility isresponding to the suitsin which it has been served and is asserting affirmative defenses. The Utility will
pursue appropriate legal defenses, including statute of limitations, exclusivity of workers' compensation laws, and
factual defenses, including lack of exposure to chromium and the inability of chromium to cause certain of the illnesses
alleged.
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There have been approximately 1,260 claims filed with the Bankruptcy Court (by most of the plaintiffsin the 16 cases
and other individuals) alleging that exposure to chromium in soil, air, or water near the Utility's compressor stations at
Hinkley, Kettleman, or Topock, California, caused personal injuries, wrongful death, or other injuries. Approximately
1,035 of these claimants have filed proofs of claim requesting an approximate aggregate amount of $580 million and
approximately another 225 claimants have filed claims for an “unknown amount.” On November 14, 2001, the Utility
filed objections to these claims and requested the Bankruptcy Court to transfer the chromium claims to the federa
District Court. On January 8, 2002, the Bankruptcy Court denied the Utility's request to transfer the chromium claims
and granted the claimants motion for relief from stay so that the state court lawsuits pending before the Utility filed its
bankruptcy petition can proceed.

The Utility has recorded areserve in itsfinancia statementsin the amount of $160 million for these matters. PG& E
Corporation and the Utility believe that, after taking into account the reserves recorded at March 31, 2002, the ultimate
outcome of this matter will not have a material adverseimpact on PG& E Corporation's or the Utility's financia
condition or future results of operations.

Natural Gas Royalties Litigation - Thislitigation involves the consolidation of approximately 77 False Claims Act
casesfiled in various federal district courts by Jack J. Grynberg (called arelator in the parlance of the False Claims Act)
on behalf of the United States of America, against more than 330 defendants, including the Utility and PG& E GTN.
The cases were consolidated for pretrial purposesin the Digtrict of Wyoming. The current case grows out of prior
litigation brought by the same relator in 1995 that was dismissed in 1998.

Under procedures established by the False Claims Act, the United States (acting through the Department of Justice
(DOJ)) isgiven an opportunity to investigate the allegations and to intervene in the case and take over its prosecution if
it choosesto do so. In April 1999, the United States DOJ declined to intervene in any of the cases.

The complaints allege that the various defendants (most of which are pipeline companies or their affiliates) incorrectly
measured the volume and heat content of natural gas produced from federal or Indian leases. Asaresult, itisalleged
that the defendants underpaid, or caused others to underpay, the royalties that were due to the United States for the
production of natural gasfrom those leases. The complaints do not seek a specific dollar amount or quantify the
royalties claim. The complaints seek unspecified treble damages, civil penalties, and expenses associated with the
litigation.

Therelator hasfiled a claim in the Utility's bankruptcy case for $2.5 hillion, $2 billion of which is based upon the
plaintiff's calculation of penalties against the Utility.

PG& E Corporation and the Utility believe the allegations to be without merit and intend to present a vigorous defense.
PG&E Corporation and the Utility believe that the ultimate outcome of the litigation will not have amaterial adverse
effect on their financial condition or results of operations.

Federal Securities Lawsuit - A complaint, Gillam, et al. v. PG& E Corporation, et al., is pending in the U.S. District
Court for the Northern District of California. An executive officer of PG& E Corporation has also been named asa
defendant. The first amended complaint, purportedly brought on behalf of all personswho purchased PG& E
Corporation common stock or certain shares of the Utility's preferred stock between July 20, 2000, and April 9, 2001,
claimed that the defendants caused PG& E Corporation's consolidated financial statements for the second and third
quarters of 2000 to be materially mideading in violation of federal securities laws as aresult of recording as a deferred
cost and capitalizing as aregulatory asset the under-collections that resulted when escal ating wholesale energy prices
caused the Utility to pay far more to purchase electricity than it was permitted to collect from customers. On January 14,
2002, the Digtrict Court granted the defendants' motion to discuss the plaintiffs’ first amended complaint, finding that
the complaint failed to state aclaimin light of the public disclosures by PG& E Corporation, the Utility, and others
regarding the under-collections, the risk that they might not be recoverable, the financial consequences of non-recovery,
and other information from which analysts and investors could assess for themselves the probability of recovery.
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On February 4, 2002, the plaintiffs filed a second amended complaint that, in addition to containing many of the
same allegations as appeared in the first amended complaint, contains many of the same allegations that appear in the
California Attorney General's complaint discussed below. The plaintiffs seek an unspecified amount of
compensating damages, plus costs and attorneys’ fees. PG& E Corporation believes the allegations to be without
merit and intends to present a vigorous defense. PG& E Corporation believes that the ultimate outcome of the
litigation will not have amaterial adverse effect on PG& E Corporation's financial condition or results of operations.
On March 11, 2002, the defendants filed a motion to dismiss the second amended complaint. The court has set a
hearing on the motion to dismiss for June 24, 2002.

Order Indtituting Investigation (Ol 1) into Holding Company Activities and Related Litigation - On April 3, 2001, the
CPUC issued an Oll into whether the Cdiforniainvestor-owned utilities, including the Utility, have complied with past
CPUC decisions, rules, or orders authorizing their holding company formations and/or governing affiliate transactions,
aswell as applicable statutes. The order states that the CPUC will investigate (1) the utilities transfer of money to their
holding companies since deregulation of the electric industry commenced, including during times when their utility
subsidiaries were experiencing financia difficulties, (2) the failure of the holding companiesto financially assist the
utilities when needed, (3) the transfer by the holding companies of assets to unregulated subsidiaries, and (4) the holding
companies action to “ringfence” their unregulated subsidiaries. The CPUC will also determine whether additional rules,
conditions, or changes are needed to adequately protect ratepayers and the public from dangers of abuse stemming from
the holding company structure. The CPUC will investigate whether it should modify, change, or add conditionsto the
holding company decisions, make further changes to the holding company structure, alter the standards under which the
CPUC determines whether to authorize the formation of holding companies, otherwise modify the decisions, or
recommend statutory changesto the California Legidature. Asaresult of the investigation, the CPUC may impose
remedies, prospective rules, or conditions, as appropriate.

On January 9, 2002, the CPUC issued an interim decision and order interpreting the “first priority condition” adopted in
the CPUC's holding company decision. This condition requires that the capital requirements of the Utility, as
determined to be necessary and prudent to meet the Utility's obligation to serve or to operate the Utility in a prudent and
efficient manner, be given firgt priority by the board of directors of the holding company. In the interim order, the
CPUC stated “The first priority condition does not preclude the requirement that the holding company infuse al types
of “capital” into their respective utility subsidiaries where necessary to fulfill the Utility’s obligation to serve.” Thethree
major Cdiforniainvestor-owned energy utilities and their parent holding companies had opposed the broader
interpretation, first contained in a proposed decision released for comment on December 26, 2001, as being inconsi stent
with the prior 15 years' understanding of that condition as applying more narrowly to a priority on capital needed for
investment purposes. The CPUC also interpreted the first priority condition as prohibiting a holding company from:

(1) acquiring assets of its utility subsidiary for inadequate consideration, and (2) acquiring assets of its utility subsidiary
at any price, if such acquisition would impair the utility's ability to fulfill its obligation to serve or to operate in a prudent
and efficient manner.

In arelated decision, the CPUC denied the motions filed by the California utility holding companies to dismissthe
holding companies from the pending investigation on the basis that the CPUC lacks jurisdiction over the holding
companies. However, in the interim decision interpreting the first priority condition discussed above, the CPUC
separately dismissed PG& E Corporation (but no other utility holding company) as a respondent to the proceeding. Inits
written decision mailed on January 11, 2002, the CPUC stated that PG& E Corporation was being dismissed so that an
appropriate lega forum could decide expeditiousy whether adoption of the Utility's proposed Plan would violate the
first priority condition.

On January 10, 2002, the Attorney General filed acomplaint in the San Francisco Superior Court against PG& E
Corporation and its directors, aswell as against the directors of the Utility, alleging PG& E Corporation violated various
conditions established by the CPUC in decisions approving the holding company formation among other allegations.
The Attorney General aso allegesthat the December 2000 and January and February 2001 ringfencing transactions by
which PG& E Corporation subsidiaries complied with credit rating agency criteriato establish independent credit ratings
violated the holding company conditions.
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Among other alegations, the Attorney Genera alleges that, through the Utility's bankruptcy proceedings, PG& E
Corporation and the Utility engaged in unlawful, unfair, and fraudulent business practices by seeking to implement the
transactions proposed in the proposed Plan filed in the Utility's bankruptcy proceeding. The complaint also seeks
restitution of assets allegedly wrongfully transferred to PG& E Corporation from the Utility. The Bankruptcy Court has
original and exclusive jurisdiction of these claims. Therefore, on February 8, 2002, PG& E Corporation filed a notice of
removal in the Bankruptcy Court to transfer the Attorney General's complaint to the Bankruptcy Court. On February 15,
2002, amotion to dismiss the lawsuit or in the alternative to stay the suit, wasfiled. Subsequently, the Attorney Genera
filed amotion to remand the action to state court. The Bankruptcy Court held a hearing on April 24, 2002, to consider
the remand motion and a decision is pending.

On February 11, 2002, acomplaint entitled City and County of San Francisco; People of the Sate of California v.
PG&E Corporation, and Does 1-150, was filed in San Francisco Superior Court. The complaint contains some of the
same allegations contained in the Attorney General's complaint including allegations of unfair competition. In addition,
the complaint alleges causes of action for conversion, claiming that PG& E Corporation “took at least $5.2 billion from
PG&E,” and for unjust enrichment. The city seeksinjunctive relief, the appointment of areceiver, payment to
ratepayers, disgorgement, the imposition of a constructive trust, civil penaties, and costs of suit.

On March 4, 2002, PG& E Corporation filed a notice of removal in the Bankruptcy Court to transfer the City and County
of San Francisco’s (City) complaint to the Bankruptcy Court. Subsequently, the City filed a motion to remand the action
to state court. The Bankruptcy Court held a hearing on April 24, 2002, to consider the remand motion and adecision is
pending.

In addition, athird case entitled Cynthia Behr v. PG& E Corporation, et al., has been filed by a private plaintiff (who has
also filed aclaim in bankruptcy) in Santa Clara Superior Court aleging aviolation of California Business and
Professions Code Section 17200 which prohibits unfair business practices. The Behr complaint also names the directors
of the Utility as defendants. The allegations of the complaint are similar to the allegations contained in the Attorney
Generd’s complaint but adds allegations of fraudulent transfer and violation of the Californiabulk saleslaws. Plaintiff
requests the same remedies asin the Attorney Generd’s case and in addition requests damages, attachment, and
restraints upon the transfer of defendants’ property. On March 8, 2002, PG& E Corporation filed a notice of removal in
the Bankruptcy Court to transfer the complaint to the Bankruptcy Court. Subsequently, the plaintiff filed amotion to
remand the action to state court. The Bankruptcy Court held a hearing on April 24, 2002, to consider the remand motion
and adecision is pending.

PG& E Corporation and the Utility believe that they have complied with applicable statutes, CPUC decisions, rules, and
orders. Neither the Utility nor PG& E Corporation, however, can predict what the outcome of the CPUC's investigation
will be or whether the outcome will have a material adverse effect on their results of operations or financial condition.
PG&E Corporation will vigoroudy respond to and defend the litigation. PG& E Corporation cannot predict whether the
outcome of the litigation will have a material adverse effect on its results of operations or financia condition.

William Ahern, et al. v. Pacific Gas and Electric Company - On February 27, 2002, a group of 25 ratepayersfiled a
complaint against the Utility at the CPUC demanding an immediate reduction of approximately $0.035 per kilowatt-hour
(kwh) in alegedly excessive e ectric rates and arefund of alleged recent overcollectionsin electric revenue since

June 1, 2001. The complaint claimsthat electric rate surcharges adopted in the first quarter of 2001 due to the high cost
of wholesale power, surcharges that increased the average electric rate by $0.04 per kWh, became excessive later in
2001. (InJanuary 2001, the CPUC authorized a $0.01 per kWh increase to pay for energy procurement costs. In March
2001, the CPUC authorized an additional $0.03 per kWh electric rate increase as of March 27, 2001, to pay for energy
procurement costs, which the Utility began to collect in June 2001.) The only alleged over-collection amount calculated
in the complaint is approximately $400 million during the last quarter of 2001. On April 2, 2002, the Utility filed an
answer, arguing that the complaint should be denied and dismissed immediately as an impermissible collateral action
and on the basisthat the alleged facts, even if assumed to be true, do not establish that currently authorized electric rates
are not reasonable. On April 10, 2002, the CPUC set a prehearing conference for May 8, 2002. PG& E Corporation and
the Utility believe that the ultimate outcome of this matter will not have a materia adverse effect on their financia
condition or results of operation.
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Recorded Liability for Legal Contingencies

In accordance with SFAS No. 5, “Accounting for Contingencies,” PG&E Corporation makes a provision for a liability
when it is both probable that aliability has been incurred and the amount of the loss can be reasonably estimated. These
provisions are reviewed quarterly and adjusted to reflect the impacts of negotiations, settlements, rulings, advice of legal
counsel, and other information and events pertaining to a particular case. The following table reflects the current year's
activity to the recorded liability for legal matters for PG& E Corporation and the Utility:

(in millions) 2002
Beginning balance, January 1, $209
Provisionsfor liabilities 17
Payments -
Ending balance, March 31, $226 )

NOTE 7: SEGMENT INFORMATION

PG& E Corporation has identified three reportable operating segments, which were determined based on similarities
in economic characteristics, products and services, types of customers, methods of distributions, the regulatory
environment, and how information is reported to PG& E Corporation's key decision makers. 1n accordance with
generally accepted accounting principles, prior year segment information has been restated to conform to the current
segment presentation. The Utility is one reportable operating segment and the other two are part of PG& E NEG.
These three reportabl e operating segments provide products and services and are subject to different forms of
regulation or jurisdictions. PG& E Corporation's reportable segments are described below.
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Segment information for the three months ended March 31, 2002 and 2001 was as follows:

PG& E National Energy Group

PG&E
Corpora-
PG&E tion &
Total Integrated Interstate  NEG Other
PG&E  Energy & Pipeline  Elimi- Elimi-
(in millions) Utility = NEG  Marketing Operations nations nations®  Total
Three months ended March 31, 2002
Operating revenues $ 2450 $ 2317 $ 2274 $ 47 $ 4 $ - $ 4767
Intersegment revenues ¥ 3 31 19 12 - (34) -
Total operating revenues 2,453 2,348 2,293 59 4 (39 4,767
Net income (l0ss) 590 37 26 18 7) 4 631
Total assets at March 31, 2002 © 25,279 10,669 9,212 1,290 167 350 36,298
Three months ended March 31, 2001
Operating revenues 2,560 4,113 4,066 56 9) - 6,673
Intersegment revenues ¥ 2 93 84 9 - (95) -
Total operating revenues 2,562 4,206 4,150 65 9) (95) 6,673
Net income (loss) (2,000) 54 35 20 Q) (5) (951)
Total assets at March 31, 2001 @ $ 22455 $ 13252 $ 11833 $ 1188 $ 231 $ 358 $ 36,065

(1

tariffed rates prescribed by the CPUC and the FERC, respectively.

(2)

(3)
investment in its subsidiaries.

Includes PG& E Corporation, PG&E Ventures LLC, and elimination entries.

Assets of PG& E Corporation are included in “PG& E Corporation & Other Eliminations” column exclusive of

Inter-segment electric and gas revenues are recorded at market prices, which for the Utility and PG&E Pipeline are
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ITEM 2. MANAGEMENT'SDISCUSSION AND ANALY SIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

OVERVIEW

PG&E Corporation is an energy-based holding company headquartered in San Francisco, California PG&E
Corporation's energy utility subsidiary, Pacific Gas and Electric Company (the Utility), delivers electric service to
approximately 4.7 million customers and natural gas service to approximately 3.9 million customers. PG& E
Corporation’s other significant subsidiary is PG& E National Energy Group, Inc. (PG& E NEG), headquartered in
Bethesda, Maryland. On April 6, 2001, the Utility filed a voluntary petition for relief under Chapter 11 of the United
States Bankruptcy Code (Bankruptcy Code) in the United States Bankruptcy Court for the Northern District of
California (Bankruptcy Court). Under Chapter 11, the Utility retains control of its assets and is authorized to operateits
business as a debtor-in-possession while being subject to the jurisdiction of the Bankruptcy Court. The factors causing
the Utility to take this action are discussed in this Management's Discussion and Analysis of Financial Condition and
Results of Operations (MD& A) and in Note 2 of the Notes to the Consolidated Financial Statements.

PG&E NEG is an integrated energy company with a strategic focus on power generation, power plant devel opment,
natural gas transmission and wholesale energy marketing and trading in North America. PG& E NEG and its
subsidiaries have integrated its generation, development and energy marketing, and trading activitiesin an effort to
create energy products in response to customer needs, increase the returns from its operations, and identify and
capitalize on opportunities to increase its generating and pipeline capacity. PG& E NEG was incorporated on
December 18, 1998, as a wholly-owned subsidiary of PG& E Corporation. Shortly thereafter, PG& E Corporation
contributed various subsidiariesto PG& E NEG. PG& E NEG's principal subsidiariesinclude: PG&E Generating
Company, LLC and its subsidiaries (collectively, PG& E Gen LLC); PG& E Energy Trading Holdings Corporation and
its subsidiaries (collectively, PG& E Energy Trading or PG& E ET); PG& E Gas Transmission Corporation and its
subsidiaries (collectively, PG& E GTC), which includes PG& E Gas Transmission, Northwest Corporation and its
subsidiaries (collectively, PG& E GTN), and PG& E North Baja Pipeling, LLC (PG&E NBP). PG&E NEG aso has
other less significant subsidiaries.

PG& E Corporation has identified three reportabl e operating segments, which were determined based on similaritiesin
economic characterigtics, products and services, types of customers, methods of distribution, the regulatory environment,
and how information is reported to PG& E Corporation's key decision makers. The Utility is one reportable operating
segment. The other two reportable operating segments are the Integrated Energy and Marketing (PG& E Energy) and the
Interstate Pipeline Operations (PG& E Pipeline) segments of PG& E Corporation's subsidiary, PG& E NEG. Thesethree
reportable operating segments provide different products and services and are subject to different forms of regulation or
jurisdictions. Financial information about each reportable operating segment is provided in thisMD&A and in Note 7

of the Notes to the Consolidated Financial Statements.

Thisisacombined Quarterly Report on Form 10-Q of PG& E Corporation and the Utility. It includes separate
Consolidated Financial Statements for each entity. The Consolidated Financial Statements of PG& E Corporation
reflect the accounts of PG& E Corporation, the Utility, and PG& E Corporation's wholly-owned and controlled
subsidiaries. This MD&A should be read in conjunction with the Consolidated Financial Statements included
herein. Further, this quarterly report should be read in conjunction with PG& E Corporation's and the Utility's
Consolidated Financial Statements and Notes to the Consolidated Financial Statementsincorporated by reference in
their combined 2001 Annual Report on Form 10-K.

This combined Quarterly Report on Form 10-Q, including this MD&A, contains forward-looking statements,
including statements regarding management's guidance regarding 2002 earnings per share, that are necessarily
subject to various risks and uncertainties. These statements are based on current expectations and assumptions
which management believes are reasonable and on information currently available to management. These forward
looking statements are identified by words such as“estimates,” “expects,” “anticipates,” “plans,” “believes,” and
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other similar expressions. Actual results could differ materially from those contemplated by the forward-looking
Statements.

Although PG& E Corporation and the Utility are not able to predict all of the factors that may affect future results,
some of the factors that could cause future results to differ materially from historical results or those expressed or
implied by the forward-looking statements include:

»  The quarterly amount of “headroom” (the current recovery in the Utility’s existing electric rates of
prior uncollected costs previously written-off for Accounting Principles Generally Accepted in the
United States) recognized by the Utility which can fluctuate materially due to many factors, including
the outcome of regulatory proceedings and other regulatory actions, sales volatility, and the impact of
the end of the rate freeze period;

» thepace and outcome of the Utility's bankruptcy case, which will be affected by:

- The timing of the approval of the disclosure statement relating to the alternative plan of
reorganization (Alternative Plan) of the Utility sponsored by the California Public
Utilities Commission (CPUC) which may be delayed due to challenges made by
consumer groups as to the CPUC’ s authority to propose the Alternative Plan and the
recently opened investigative proceeding to consider the rate impacts of the Alternative
Plan, or other events;

- whether the Utility’s creditors approve PG& E Corporation’s and the Utility’s proposed plan
of reorganization (Plan) or the Alternative Plan;

- whether the Bankruptcy Court will confirm either plan and the timing of such confirmation;

- whether the CPUC or the State of Cdlifornia take action that would negatively affect the
feasibility of PG&E Corporation’s and the Utility’s proposed Plan;

- whether the Bankruptcy Court will permit other parties to submit alternative plans of
reorganization after June 30, 2002, when the period during which (except for the CPUC),
only the Utility may submit a plan expires, or whether the Bankruptcy Court will extend such
exclusivity period;

- assuming the Utility’s Plan is confirmed, the pace of implementation of the Plan, which may
be delayed to beyond the Utility’s Plan’ s target date of January 1, 2003, due to delaysin
obtaining various regulatory or governmental approvalsin connection with the transactions
contemplated under the Plan, or by appedls or litigation relating to the confirmation order or
the regulatory or governmental approvals, and the effect any delay could have on creditor
support of the Utility’s Plan and the continued feasibility of the Utility's Plan;

- whether in connection with the confirmed plan, the Utility is required to re-assume the
obligation to purchase power for its customers from the California Department of Water
Resources (DWR) under circumstances that threaten to undermine the Utility's
creditworthiness, financia condition, or results of operation;

- whether in connection with the confirmed plan, the Utility is required to accept assignment
of the DWR's power purchase contracts;

»  whether, even if confirmed, the Plan isimplemented, which may be affected by, among other factors:
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- risks relating to the issuance of new debt securities by each of the disaggregated entities,
including higher interest rates than are assumed in the financia projections which could
affect the amount of cash that could be raised to satisfy alowed claims, and the inability to
successfully market the debt securities due to, among other reasons, an adverse changein
market conditions or in the condition of the disaggregated entities before completion of the
offerings,

- the failure to obtain a favorable tax ruling or opinion regarding the tax-free nature of the
transactions contemplated in the Plan; and

- the failure to obtain approval from the various federal regulatory agencies to implement the
transactions contemplated in the Plan;

whether the Utility will be able to successfully disaggregate its businesses, if the Utility’s Planis
confirmed and becomes effective;

the effect of the Utility's bankruptcy proceedings on PG& E Corporation and PG& E NEG, and in
particular, the impact a protracted delay in the Utility's bankruptcy proceedings could have on PG& E
Corporation's liquidity and accessto capital markets;

the outcome of the CPUC's pending investigation into whether the Californiainvestor-owned utilities,
including the Utility, have complied with past CPUC decisions, rules, or orders authorizing their holding
company formations, the outcomes of the lawsuits brought by the Cdlifornia Attorney General, the City
and County of San Francisco, and the People of the State of Cdlifornia, against PG& E Corporation
alleging unfair or fraudulent business acts or practices based on alleged violations of conditions
established in the CPUC's holding company decisions, and the outcome of the California Attorney
Generd's petition requesting revocation of PG& E Corporation's exemption from the Public Utility
Holding Company Act of 1935, and the effect of such outcomes, if any, on PG&E Corporation, the Utility,
and PG&E NEG;

the extent to which the ability of PG& E Corporation to obtain financing or capital on reasonabletermsis
affected by conditionsin the general economy, the energy or capital markets, by restrictionsimposed on
PG& E Corporation under its credit agreement, and by the interpretation of the CPUC’ s holding company
conditions;

the outcome of the Ultility's various regulatory proceedings pending at the CPUC, including the 2002
attrition rate adjustment application, the 2003 General Rate Case (GRC), and any future retail rate
changes that may be implemented by the CPUC to reflect the adopted revenue requirements for the
Utility’ s retained generation and DWR purchases made on behalf of the Utility’ s retail customers;

whether the CPUC's March 27, 2001, accounting decision regarding the Utility's under-collected
wholesale power purchase costs is upheld and whether the Utility's lawsuit against the CPUC for
recovery of those costsis successful;

the CPUC’s determination of the end of the rate freeze and the amount of transition costs the Utility is
allowed to collect from its customers;

whether the Utility’s hydroelectric and non-nuclear generating assets are valued for regulatory and
ratemaking purposes and if so, the amount and timing of such regulatory valuation;

legidative or regulatory changes affecting the electric and natural gasindustries in the United States,
including the pace and extent of efforts to restructure the electric and natural gas industries;
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the volatility of commodity fuel and electricity prices (which may result from avariety of factors,
including: weather; the supply and demand for energy commodities; the availability of competitively
priced aternative energy sources; the level of production and availability of natural gas, crude ail, and
coal; transmission or transportation constraints; federal and state energy and environmental regulation and
legidlation; the degree of market liquidity; and natural disasters, wars, embargoes, and other catastrophic
events); any resulting increases in the cost of producing power and decreases in prices of power sold; and
whether the Utility's and PG& E NEG's strategies to manage and respond to such volatility are successful;

PG&E NEG's ahility to obtain financing from third parties, or from PG& E Corporation for PG& E NEG's
planned devel opment projects and related equipment purchases and to refinance PG& E NEG's and its
subsidiaries existing indebtedness as it matures, in each case, on reasonable terms, while preserving
PG&E NEG's credit quality, which could be negatively affected by conditionsin the general economy, the
energy markets, or the capital markets; and the extent to which the CPUC's holding company conditions
may be interpreted to restrict PG& E Corporation's ability to provide financia support to PG& E NEG;

the extent to which the CPUC' s holding company conditions may be interpreted to restrict PG& E
Corporation’ s ahility to provide financia support to PG& E NEG;

the extent to which PG& E NEG's current or planned development of generation, pipeline, and storage
facilities are completed and the pace and cost of that completion, including the extent to which commercial
operations of these development projects are delayed or prevented because of various devel opment and
construction risks such as PG& E NEG's failure to obtain necessary permits or equipment, the failure of
third-party contractors to perform their contractual obligations, or the failure of necessary equipment to
perform as anticipated;

the extent and timing of generating, pipeline, and storage capacity expansion and retirements by others;

the performance of PG& E NEG's projects and the success of PG& E NEG's effortsto invest in and
develop new opportunities;

restrictions imposed upon PG& E Corporation and PG& E NEG under certain term loans of PG& E
Corporation, including maintenance of minimum segregated cash balances by PG& E Corporation and
prohibitions on payment of dividends by both PG& E Corporation and PG& E NEG, and the extent to
which the debt covenants can be maintained;

future sales levels, which, in the case of the Utility, will be affected by the level of exit fees that may be
imposed on direct access customers; general economic and financia market conditions; and changesin
interest rates;

volatility resulting from mark-to-market accounting and the extent to which the assumptions underlying
PG&E NEG's and the Utility's mark-to-market accounting and risk management programs are not realized;

the effect of compliance with existing and future environmental laws, regulations, and policies, the cost of
which could be significant;

heightened rating agency criteria and the impact of changesin credit ratings on PG& E NEG's future
financia condition, particularly a downgrade to bel ow investment grade which would impair PG& E
NEG's ability to meet liquidity callsin connection with its trading activities and obtain financing for its
planned devel opment projects;

the effect of new accounting pronouncements; and

the outcome of pending litigation and environmental matters.
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Asthe ultimate impact of these and other factorsis uncertain, these and other factors may cause future earnings to differ
materially from results or outcomes currently sought or expected.

InthisMD&A, we first discuss our earnings guidance, we then discuss the impact of the California energy crisis and the
Utility's bankruptcy on our liquidity, and then PG& E NEG's liquidity. We then discuss statements of cash flows and
financial resources, and our results of operations for the first quarter 2002 and 2001. Finally, we discuss our competitive
and regulatory environment, our risk management activities, and various uncertainties that could affect future earnings.
Our MD&A appliesto both PG& E Corporation and the Utility.

2002 Guidance

PG& E Corporation expects 2002 corporate earnings from operations, excluding headroom, to be in the range of
$2.50 to $2.55 per share on afully diluted basis. Earnings from operations exclude headroom and items impacting
comparability and should not be considered an alternative to net income as prescribed by accounting principles
generally accepted in the United States.

STATE OF INDUSTRY
Utility

The California energy crisis described in Note 2 of the Notes to the Consolidated Financial Statements has had a
sgnificant negative impact on the liquidity and capital resources of the Utility. Beginning in June 2000, the wholesale
price of electric power in California steadily increased to an average cost of $0.182 per kilowatt-hour (kWh) for the
seven-month period June 2000 through December 2000, as compared to an average cost of $0.042 per kWh for the same
period in 1999. During this period retail electric rateswere frozen. The Utility was only permitted to collect
approximately $0.054 per kWh in frozen retail rates from its customers to pay for the Utility's generation-related costs.
While seeking rate relief from the CPUC, the Utility financed the difference between its wholesale electricity costs and
the amount collected through frozen retail rates. By December 31, 2000, the Utility had borrowed more than $3 billion.
At December 31, 2000, the Utility had accumulated atotal of approximately $6.9 billion in under-collected wholesale
electricity costs and generation-related transition costs. This amount was charged to earnings at December 31, 2000,
because the Utility could no longer conclude that such costs were probable of collection through regulated rates.

In January 2001, the CPUC granted an interim rate increase of $0.010 per kWh. Thisincrease, which could not be used
to recover past procurement costs, was not sufficient to cover the ongoing high wholesale electricity costs then being
experienced. Asaresult of the higher energy prices and the insufficient rate increase, PG& E Corporation's and the
Utility's credit ratings deteriorated to below investment grade. These credit downgrades, which occurred on January 16
and 17, 2001, were events of default under one of the Utility's revolving credit facilities and precluded PG& E
Corporation's and the Utility's access to the capital markets. Accordingly, the banks stopped funding under the Utility's
revolving credit facility. On January 17, 2001, the Utility began to default on maturing commercia paper obligations.
In addition, the Utility was no longer able to meet its obligations to generators, qualifying facilities (QF), the
Independent System Operator (1SO), and the Power Exchange (PX), and began making partial payments of amounts
owed.

As of January 19, 2001, the Utility had no credit under which it could purchase power for its customers, and generators
were only selling to the Utility under emergency actions taken by the U.S. Secretary of Energy. As aresult, the State of
California authorized the DWR to purchase electricity for the Utility's customers. California Assembly Bill (AB) 1X
was passed on February 1, 2001, authorizing the DWR to enter into contracts for the supply of electricity and to issue
revenue bonds to finance electricity purchases, athough the DWR indicated that it intended to buy power only at
reasonable prices to meet the Utility's net open position, leaving the | SO to purchase the remainder in order to avoid
blackouts. (The net open position is the amount of power needed by retail electric customersthat cannot be met by
utility-owned generation or power under contract to the Utility).
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Throughout the energy crisis, the Utility sought relief through various regulatory proceedings and through efforts to
reach a negotiated solution with the State of California (State). Inlate March and early April 2001, the CPUC issued a
series of decisionsthat increased the Utility'sinability to recover past debts and increased its exposure to significant
additional costs. On March 27, 2001, the CPUC ruled on the Utility's November 20, 2000, request for rate relief. This
decision made permanent the $0.010 per kWh interim increase authorized in January 2001 and granted an additional
$0.030 per kWh (on average) energy surcharge effective immediately, but that would not be included in customer bills
until June 2001. The revenue generated by the rate increase was to be used only for electric power procurement costs
incurred after March 27, 2001. This decision ordered the Utility to pay the DWR the full generation-related portion of
retail ratesfor every kwWh of electricity sold by the DWR without regard to whether overall retail rates were adequate to
recover the remainder of the Utility's cost of service. In the same decision, the CPUC adopted an accounting proposal
by The Utility Reform Network (TURN), which retroactively restates the way in which transition costs are recovered.
This retroactive change had the effect of extending the rate freeze and reducing the amount of past wholesale power
costs that could be eligible for recovery from customers. On April 15, 2002, the Utility filed a proposal with the CPUC
to reduce rates by approximately $0.05 per kWh to eliminate that portion of the surchage that was to compensate the
Utility for the period from March 27, 2001 (the date of the decision) until implementation on June 1, 2001.

Also on March 27, 2001, the CPUC issued aruling that required the Utility to begin paying the QFsin full and within
15 days of the end of the QF'shilling cycle. On April 3, 2001, the CPUC issued a ruling which adopted a methodol ogy
for the Utility to reimburse the DWR for power purchases made to meet the Utility's net open position. The Utility
believes this ruling, along with other rulings, illegally compels the Utility to make payments to the DWR and QFs
without providing adequate revenues for such payments.

The Utility believes that these actions taken by the CPUC wereillegal and the Utility filed for rehearings and appeals
with the CPUC, in federal court, and with the Bankruptcy Court. The status of these proceedings is discussed later in
thisMD&A.

Asdiscussed further in Note 2 of the Notes to the Consolidated Financial Statements, as aresult of (1) the failure of the
DWR to assume the full procurement responsibility for the Utility's net open position, (2) the negative impact of a
CPUC decision that created new payment obligations for the Utility and undermined its ability to return to financial
viability, (3) alack of progressin negotiations with the State of Californiato provide a solution for the energy crisis, and
(4) the adoption by the CPUC of anillegal and retroactive accounting change that would appear to eliminate the Utility's
true under-collected wholesale electricity costs, the Utility filed avoluntary petition for relief under Chapter 11 of the
Bankruptcy Code on April 6, 2001. See Note 2 of the Notes to the Consolidated Financial Statements for further
discussion of the energy crisis, the Utility’ s voluntary petition for relief under Chapter 11 of the Bankruptcy Code, and
the status of the proceedings.

PG&E NEG

The national marketsin which PG& E NEG participates are experiencing the first sustained downturn in the electric
power commodity business cycle since electric deregulation began in the mid 1990’s. Price spikes beginning in
1997 and 1998 culminated in peak pricesin 2000 and early 2001. New supply additions begun under the high-price
period combined with a softening economy have resulted in projected excess energy supply. The price of electricity
minus the cost of fuel, or spark spread, available in most regional wholesale energy markets has declined recently,
and prices and spark spreads in the forward markets in which PG& E NEG transacts much of its business for its
generating portfolio have declined as well. Furthermore, the economic slowdown and a number of regulatory events,
many of which were consequences of the California energy crisis and the Enron Corp. Bankruptcy, have increased
uncertainty in the energy sector.

Conditions in the national energy markets will constrain PG& E NEG' s near-term growth. The U.S. economy has
slowed significantly in the last year, and the timing for arecovery isuncertain. A lower level of economic activity
may result in a decline in energy consumption and new electric supply additions begun during more robust economic
conditions are beginning to commence operation. The combination of decreased consumption and increased supply
may result in excess supply and declining operating margins for electric generators. Furthermore, these same factors
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may result in lower price volatility for energy products, potentially reducing profits from energy trading activities. In
response to these market changes, PG& E NEG may defer, cancel, sell, joint venture or otherwise dispose of some or
all of PG&E NEG's projectsin development and the equipment associated with those projects.

PG& E NEG maintains an insurance program including coverage for power plant construction and operating risks.
Recent events have adversely affected the insurance industry generally and the machinery and equipment segment in
particular. This effect is especially acute for insurance covering unproven new technology turbines, including many
of those PG& E NEG hasin construction. Asaresult, PG& E NEG expects that its insurance coverages will be at
lower levels than PG& E NEG has historically procured, certain coverages (for example, terrorism insurance) will no
longer be available on commercially reasonable terms, deductibles will increase in size, and premiums will be
significantly higher.

LIQUIDITY AND FINANCIAL RESOURCES

In March 2002, PG& E Corporation signed an agreement to amend its current $1 hillion aggregate term loan credit
facility with General Electric Capital Corporation (GECC) and Lehman Commercia Paper Inc. (LCPI) and their
assignees. The obligations under the credit agreement (originally entered into on March 1, 2001) are secured by a
pledge of PG& E Corporation'sinterest in PG& E NEG. The credit agreement also provided the lenders an option to
purchase for $1.00 up to a 3 percent ownership interest in PG& E NEG, depending upon how long the loans are
outstanding. The original credit agreement permitted PG& E Corporation to extend the term of the credit facility, which
would otherwise expire on March 2, 2003, by an additional year upon payment of afee and a principa payment of $308
million. The March 2002 amendment provides for two additional one-year extensions so that the termination date could
be extended to March 2, 2006, contingent upon PG& E Corporation making an accelerated principal payment of $308
million by June 3, 2002. If PG& E Corporation failsto make the principal payment by June 3, 2002, the loan would
mature on March 2, 2003, unless PG& E Corporation pays afee of up to 4 percent of the then outstanding balance of the
loan for the one-year extension.

Assuming PG& E Corporation makes the accelerated payment by June 3, 2002, PG& E Corporation must pay afee of 3
percent of the then-outstanding balance of the loan and also issue to the lenders additional options equal to
approximately 1 percent of the common stock of PG& E NEG, as a condition for the exercise of each of the one-year
extensions.

In addition, the credit agreement with GECC and LCPI providesthat afailure to comply with financial covenants will
constitute an event of default, after applicable grace periods. These covenants include, among other things, the
requirement that PG& E NEG maintain an investment grade credit rating and aratio of fair market value to the aggregate
amount of principal outstanding under the loan of at least 2:1, and that PG& E Corporation maintain a cash reserve of at
least 15 percent of the loan balance until March 2, 2004, and 10 percent thereafter, unlessinterest isprepaid. In
addition, failure of PG& E NEG to maintain at least a1.25:1 ratio of fair market value to loan balance would constitute
an immediate event of default and result in acceleration of the loan.

PG& E Corporation, on an unconsolidated basis, had cash and short-term investments of approximately $350 million at
March 31, 2002, and believes that the funds will be adequate to maintain PG& E Corporation's continuing operations
through 2002.

Unless funded from internal sources, PG& E Corporation would be required to obtain additional debt or equity financing
to meet its future liquidity needs. The ability of PG& E Corporation to obtain required debt or equity financing on
reasonable terms may be affected by conditionsin the general economy, the energy or capital markets, by restrictions
imposed on PG& E Corporation under its credit agreement, and by the interpretation of the CPUC’ s holding company
conditions. The structure and source of any such financing may be affected by regulatory considerations and the
uncertainty surrounding the outcome of the Utility’ s bankruptcy proceeding. To the extent that PG& E Corporation
issues additional equity, such issuance would dilute the equity interests of the holders of PG& E Corporation outstanding
common stock.

43



The Utility is currently operating as a debtor-in-possession under Chapter 11 of the Bankruptcy Code. While certain
pre-petition debts are stayed, the Utility does not have accessto external funding from the capital markets. Additionaly,
the Utility isin default under its credit facilities, commercial paper, floating rate notes, senior notes, pollution control
reimbursement agreements, and medium-term notes resulting from its failure to pay certain of its obligations. The event
of default under each security has been stayed in accordance with the bankruptcy proceedings. The Utility has been
making the capital investment in its infrastructure out of cash on hand under supervision of the Bankruptcy Court. Itis
uncertain whether the Utility will be able to continue to make such necessary capitd investment in the future. See

Note 2 of the Notes to the Consolidated Financial Statements for a discussion of the Chapter 11 bankruptcy filing.

Credit Ratings

Asdiscussed below, the California energy crisis has impacted the credit ratings of various debt and equity
instruments. The credit ratings at March 31, 2002, of the various debt and equity instruments of PG& E Corporation,
the Utility, and PG& E NEG are summarized in the table below:

Credit Rating

PG&E Corporation

Standard
and Poors

Moody’s
Investors Service

GECC/LCPI Not Rated B2
Utility
Mortgage Bonds CCcC B3
Pollution Control Bonds—Bond Insurance AAA Aaa
Pollution Control Bonds—L etters of Credit AAto AA-/ A-1+ Not Rated
Medium-Term Notes D Caa2
San Joaguin Valley Power Authority Bond Not Rated Rating W/D
DWR Loan Not Rated Not Rated
Senior 5-Year Note D Caa2
Revolving Credit Line Not Rated Not Rated
Floating Rate Notes D Not Rated
Matured Commercial Paper D Not Prime
Redeemed Pollution Control Bonds—Bank Loans Not Rated Not Rated
Quarterly Income Preferred Securities (QUIPS) D Caa3
Preferred Stock D Ca
PG&E NEG
Senior Unsecured Notes due 2011 (PG& E NEG) BBB Baa2
Senior Unsecured Notes due 2005 (PG&E GTN) A- Baal
Senior Unsecured Debentures due 2025 (PG& E GTN) A- Baal
Medium-Term Notes (nonrecourse) (PG& E GTN) A- Baal
Outstanding Credit Facilities Various Various
Term Loans-Gen Holdings BBB- Baa3
Mortgage Loans and Others Not Rated Not Rated

PG&E Corporation Consolidated
Operating Activities

Net cash provided by operating activities totaled $1.2 billion for the three months ended March 31, 2002, a decrease
of $721 million from the same period in the prior year. The decrease is mainly attributed to the $1.1 billion income
tax refund, received in the first quarter of 2001, somewhat offset by lower gas prices, and the net effect of changesin
working capital at PG& E NEG, all occurring in the first quarter of 2002.



Investing Activities

Cash used in investing activities was $737 million for the three months ended March 31, 2002, an increase of $52
million over the same period in the prior year. The change is due to increased capital expenditures for the
improvement of the Utility’s electric and gas transmission and distribution networks, along with construction on
PG& E NEG' s generation facilities and pipelines. The increasein capital expenditures was somewhat offset by a
decrease in PG& E NEG's devel opment costs and turbine prepayments in the first quarter of 2002, as compared to
the first quarter of 2001.

Financing Activities

Cash used in financing activities was $128 million for the three months ended March 31, 2002. The current quarter’s
activity resulted from the Utility’ s repayment of long-term debt, offset by PG& E NEG' sincreased borrowings under its
existing credit facilities. Cash used on financing activities was $233 million for the three months ended March 31, 2001.
Thiswasthe result of aloan to PG& E Corporation, which netted $3906 million in proceeds, and was used with cash on
hand to repay defaulted commercia paper, other loans, and dividends. In addition, the Utility and PG& E NEG aso paid
down long-term debt balances.

Utility

The Utility is currently operating as a debtor-in-possession under Chapter 11 of the Bankruptcy Code. Accordingly,
the Utility’s primary sources of liquidity are funds from operations. These funds are largely used to fund the ongoing
operations and construction projects for its electric and gas distribution and transmission networks, along with its
retained electric generation facilities. Under Chapter 11, the Utility is not restricted from capital investment, but is
required to notify the Official Committee of Unsecured Creditors and Bankruptcy Court of all new capital projects
greater than $10 million.

The following section discusses the Utility’ s significant cash flows from operating, investing, and financing activities
for the three months ended March 31, 2002, and 2001.

Operating Activities

Net cash provided by operating activities decreased to $1.2 billion in the first quarter of 2002, from $1.8 billion for
the same period in the prior year. The decrease is primarily due to receipt of the 2000 income tax refund of $1.1
billion in the first quarter of 2001, with no such refund received in the first quarter of 2002. In addition, payments
for electricity purchase costs decreased in the first quarter of 2002 compared to the same period in 2001.

Investing Activities

The primary uses of cash from investing activities were additions to property, plant and equipment. While the Utility is
in Chapter 11, these expenditures will be funded from cash provided by operating activities. Capital expenditures were
$353 million and $284 million for the three months ended March 31, 2002, and 2001, respectively, and primarily
attributable to the improvement of the distribution and transmission networks for electric and gas operations. Planned
expenditures for 2002 are $1.6 hillion, and include significant ongoing capital projects totaling $223 million to upgrade
its gas and electric transmission facilities. Tota planned expenditures for 2002 to improve the distribution network for
electric and gas operations are approximately $1.4 billion.

Financing Activities
Net cash used by financing activitiesin the first quarter of 2002 was $408 million, reflecting the repayment of long-term
debt. On February 27, 2002, the Bankruptcy Court approved the payment of $333 million of mortgage bonds that

matured in March 2002. In addition, the Utility paid $75 million of the Rate Reduction Bonds, which are held by PG& E
Funding LLC, awholly-owned subsidiary of the Utility.
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Due to the bankruptcy and the lack of creditworthiness, the Utility has no plans to seek external financing alternatives as
asource of funding. In addition, until itsfinancial condition is restored, the Utility is precluded from paying dividends
to its shareholders. Dividends on preferred stock are cumulative. Until cumulative dividends on preferred stock are
paid, the Utility may not pay any dividends on its common stock.

Net cash used by financing activities in the first quarter of 2001 was $215 million, reflecting the net repayment under
credit facilities and short-term borrowings of $28 million and repayment of long-term debt of $187 million. Repayment
of long-term debt consisted of $75 million related to the Utility’ s Rate Reduction Bonds, $93 million related to mortgage
bonds maturing, and $19 million related to maturities of medium-term notes.

Other Commitments and Contingencies

The Utility has substantial financial commitments and contingencies in connection with its operating, investing, and
financing activities. See Note 6 of the Notes to the Consolidated Financial Statements for further discussion of
commitments and contingencies.

PG&E NEG

PG& E Energy and PG& E Pipeline business segments require substantial amounts of liquidity and capital resources
to support construction, working capital, and counterparty credit requirements. PG& E NEG's strategy is to finance
PG& E NEG operations using a combination of funds from operations, equity, long-term debt (secured directly by
those assets without recourse to other entities), long-term corporate borrowings in the capital markets, and short- and
medium-term bank facilities that provide working capital, letters of credit and other liquidity needs. At March 31,
2002, PG& E NEG had $691 million in cash and approximately $700 million available in unused credit lines.

Operating Activities

During the three months ended March 31, 2002, PG& E NEG generated net cash from operations of $84 million
compared to net cash used from operation of $192 million for the same period in 2001, or an increase of $314
million. Increasesin net income, including adjustments to reconcile net income to net cash provided in operating
activities, improved operating cash flow by $36 million period to period. The increase from period to period was
primarily due to net price risk management activities, timing of deferred income tax, and increased non cash
depreciation and amortization offsetting alower net income. Cash flow from operations was also improved due to
the net effect of changes in operating assets and liabilities of $240 million period to period. The net effect of
changes in operating assets and liabilities were a use of operating cash for the three months ended March 31, 2001,
of $189 million driven primarily by an increase in margin deposits relating to PG& E NEG' s trading activities,
whereas the net effect of working capital changes providing operating cash for the three months ended March 31,
2002, of $51 million was primarily due to reduced margin level requirements and increased option premiums.

PG& E NEG funds from operations come from distributions from PG& E NEG’ s subsidiary companies. Cash flow
distributions from subsidiaries are subject to various debt covenants, organizational by-laws, and partner approvals
that can restrict these entities from distributing cash to PG& E NEG unless, among other things, debt service, lease
obligations, and any applicable preferred payments are current, the applicable subsidiary or project affiliate meets
certain debt service coverage ratios, a magjority of the participants approve the distribution, and there are no events of
default. In addition, the subsidiaries that own PG& E NEG’s natural gas transmission facilities and PG& E NEG's
energy trading businesses cannot pay dividends unless the subsidiary’s board of directors or board of control,
including its independent director, unanimously approves the dividend payment and the subsidiary has either a
specified investment grade credit rating or meets a consolidated interest coverage ratio of greater than or equal to a
2.25t0 1.00 and a consolidated leverage ratio less than or equal to 0.70 to 1.00.

Investing Activities
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PG&E NEG's cash outflows from investing activities are primarily attributable to capital expenditures on generating and
pipeline assets in construction and advanced devel opment and turbine prepayments. During the three months ended
March 31, 2002, PG& E NEG used net cash of $377 million in investing activities compared to $265 million for the
same period in 2001, or an increase of $112 million. Construction expenditures were $335 million and $123 million for
the three months ended March 31, 2002, and 2001, respectively. Advanced devel opment and turbine prepayments were
$5 million and $90 million for the three months ended March 31, 2002, and 2001, respectively. Other net expenditures
were $37 million and $52 million for the three months ended March 31, 2002, and March 31, 2001, respectively. To
date, PG& E NEG has made a number of commitments associated with the planned growth of owned and controlled
generating facilities and pipelines. These include commitments for projects under construction, commitments for the
acquisition and maintenance of equipment needed for the projects under devel opment, payment commitments for tolling
arrangements, and forward sale and purchase commitments associated with PG& E NEG' s energy marketing and trading
activities.

Generating Projectsin Construction

PG&E NEG currently owns, controls, or will own the output of ten generating facilities under construction. The
following projects are consolidated by PG& E NEG: Lake Road, La Paloma, Athens, Plains End, Harquahala, and
Covert. The table below outlines the expected dates that these projects will be completed.

Per centage Projected In-Service

Proj ect L ocation Completion Date

Athens New York 34% 3rd Quarter 2003
Covert Michigan 25% 3rd Quarter 2003
Harquahala Arizona 24% 2nd Quarter 2003
Lake Road Connecticut 99% 2nd Quarter 2002
LaPaloma Cdlifornia 96% 4th Quarter 2002
Plains End Colorado 95% 2nd Quarter 2002

Additionally, PG& E NEG will control the output of the following projects: Southaven, Caledonia, Liberty Elevtric
and a portion of Otay Mesa. Calpine Corporation (Calpine), the owner of the Otay Mesa project, has informed
PG& E NEG that Otay Mesais under construction.

A local intervenor group has contested in federal court the issuance of aU.S. Army Corps of Engineers (ACOE)
permit for the Athens facility alleging, among other things, that the ACOE violated the National Environmental
Policy Act. The intervenor group sought preliminary and permanent injunctive relief. The court denied the
preliminary relief and the intervenor group has appeal ed.

PG& E NEG has executed construction contracts for up to 163 megawatts (MW) at two hydroelectric facilities on the
Ohio River in Kentucky. PG&E NEG had commenced construction of the first 16 MW of turbines for the Smithland
project, but has suspended construction. The ACOE hasiinitially determined that the design of the first hydroelectric
facility does not meet recently stated seismic requirementsin light of the condition of the dam where the facility isto
be located. PG& E NEG disagrees with these findings and believes that even if the ACOE maintains its position,
certain engineering changes will remedy any deficiency. In the event that PG& E NEG is unable to proceed with this
facility, PG& E NEG will be compelled to either relocate the facility to a different dam at a cost yet to be determined
or terminate the contract for the procurement and construction of the facility resulting in atermination payment to the
contractor of approximately $10.5 million to $12 million.

Generating Projectsin Devel opment
PG&E NEG hasreviewed its growth plansfor its electric generating businessin light of circumstan